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THE IRISH LAND PURCHASE ACT OF 1903. 


Tue Irish Land Act, which has been the principal 
work of the legislative session of 1903, is remarkable in 
several respects. But its chief significance lies in the 
fact that it definitely binds all parties in Great Britain 
and Ireland to that particular method of solving the land 
question often described as “the abolition of dual owner- 
ship.” It thus marks an important and probably de- 
cisive stage in the tedious process of recasting the 
agrarian system of the country and removing the ob- 
stacles that have hampered the operation of earlier meas- 
ures of reform. 

So many have been the discussions on the political and 
economic apects of this great branch of the Irish prob- 
lem that all persons even moderately interested in such 
inquiries are well aware of the way in which the existing 
land system has been formed. Beginning with the ap- 
plication of the English common law to Irish tenures in 
the opening years of the seventeenth century, it was 
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further affected by the series of confiscations which only 
ceased at its end,’ as well as by the extensive Plantation 
of Ulster. The position in the eighteenth century was that 
of a body of land-owners, many of them not residing in 
the country, and distinct both in race and religion from 
the actual cultivators who made up the great body of 
the people. In this way the “cottier” system — which 
Ireland may claim to have originated—came into being. 
Under it the peasant cultivator possessed of little capital bid 
directly for the privilege of occupying land.* As a result, 
rents were raised to the highest point; and, though they 
were often merely nominal, being subject to abatements in 
times of pressure, they yet represented the full surplus prod- 
uce after the wants of the laborers under their low standard 
of subsistence had been supplied. The growth of popula- 
tion and the immense expansion of Great Britain due 
to the great series of inventions in the period 1760-85 still 
further affected Irish agriculture. Under the cover of 
the corn duties (and the earlier bounties) tillage was con- 
siderably extended, in order to supply the English market, 
The high prices that accompanied the French wars worked 
in the same direction. This unhappy system was over- 
thrown by the great famine of 1846-47. But the seeds 
of decay were implanted before. The miserable condi- 
tion of the cultivators, the defective methods of agricult- 
ure, and the heavy burden of indebtedness which pressed 
on the land-owners made a change imperative and also 
certain, whenever free trade in corn should be adopted by 
Great Britain. But the need for reform in the condi- 


1The famous “case of Gavelkind” was described in 1606. Davies Re- 
ports, Hil. 3 Jac. In it the Anglo-Irish judges held that the customary 
right of the Irish tribesman could not be recognized, as it was only “a tran- 
sitory and scrambling possession.” 

2J.S. Mill’s account of cottierism (Political Economy, Book II. chaps, ix., 
x.) is so well known as scarcely to need reference. It may be supplemented 
by those of Jones (Peasant Rents, chaps. iv., v.) and Cairnes (Political Essays. 
PP. 159, 166.) 
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tions of tenure had been urged before the famine, in the 
form of a claim for “tenant right,” which would protect 
the improvements of the farmer, and which existed by 
eustom in the Ulster Plantation counties.’ 

The actual legislation was of a very different tendency. 
In 1848 the Encumbered Estates Court was established; 
and by its agency the land-owners most heavily in debt 
were weeded out, their place being taken by a more provi- 
dent and enterprising elass. To secure this result, the 
stringent rules of real property law were set aside, and 
estates were in many cases sold at very low prices. The 
“commercial principle” was still further applied to land 
in 1860 by Cardwell’s and Deasy’s acts. The whole sys- 
tem of tenancy was based on contract, not on tenure, and 
thus the feudal conception was definitely removed,’ while 
the various provisions of the law were consolidated in a 
convenient form. During this period various compensa- 
tion bills introduced by both Conservative and Liberal 
governments had failed to pass; and insecurity of tenure, 
increased by the events of the famine and the action of 
the new proprietors, became a cause of political and social 
unrest, which culminated in the Fenian movement. This 
led directly to Gladstone’s first Land Act (1870), the earli- 
est definite effort to deal with the grievances of the Irish 
tenant, as distinct from reforms calculated to raise the 
efficiency of agriculture. It recogrized the body of usages 
which formed the Ulster custom; it laid down broadly 
the principle of compensation for the tenants’ improve- 


1Sharman Crawford’s bill for a compensation for improvements was in- 
troduced in 1835. “If,’”’ said O’Connell in 1845, “ they asked me what are my 
propositions for relief of the distress, I answer first tenant right. I would 
give the landlord his land, and a fair rent for it; but I would give the tenant 
compensation for permanent improvements.” 

2This legislation was embodied in the acts (23 & 24 Vict. cc. 153, 154) which 
are respectively connected with the names of Cardwell (then chief secretary) 
and Deasy (the attorney-general). Chap. 154, sect. 3, contains the provision 
as to contract, express or implied, being the basis of the relation of landlord 
and tenant. See Richey, The Irish Land Laws, chaps. vii., viii. 
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ments; it introduced the new system of compensation for 
disturbance, intended to impose a penalty on evictions; 
and, finally (by the “Bright” clauses), it sought to make 
sales by landlord to tenant easier. This well-meant at- 
tempt proved to be quite inadequate for the purpose, 
especially when a new period of agricultural depression, 
starting from the bad harvests of 1877 and the following 
years, made the payment of rent difficult. The fierce 
agitation of the Land League (1879) was met by the act 
of 1881, which accepted the system of (1) “fixity of tenure”’ 
and (2) “fair rent,” with the right of (3) “free sale” by 
the tenant of his interest (the three F’s), and created a 
special commission with power to determine the “fair 
rent” of the usual tenant holdings. Unfortunately, this 
adoption of the policy long advocated by the popular 
party in Ireland came at a time when the value of land 
was falling in all western Europe, and the newer idea of 
a complete expropriation of the landlords had taken the 
place of the older plan of fixed tenures in the Irish pro- 
gramme. The operation of the act was viewed with sus- 
picion by both landlords and tenants. Though its immedi- 
ate effect was a lowering of rent by over 20 per cent., this 
was believed by the latter to be insufficient, and was 
treated as confiscation by the former. The purchase 
clauses of the act failed almost completely,’ and thus 
further legislative action became expedient. But all these 
later measures have been passed by the Conservative and 
Unionist party. In 1885 the “Ashbourne” Act established 
a fund of £5,000,000 (increased by £5,000,000 more in 
1888) for purchase, and relieved the tenant from provid- 
ing part of the purchase-money. In 1887 the Fair Rent 


1For the period 1881-85 the number of loans issued were 731, and the 
amount £240,801. Under the act of 1870 the respective figures are 877 and 
£514,536. The area of the two classes combined was only 80,000 acres. The 
act disestablishing the Irish Church (1869) had, however, prov ided 6,057 loans 
amounting to £1,674,841. 
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provisions of the act of 1881 were extended to the lease- 
holders, and temporary reductions of rent, based on the 
movement of prices, arranged. Mr. Arthur Balfour’s 
measure of 1891 introduced a complicated system by which 
additional funds for land purchase were guaranteed by 
the several Irish counties through the grants given to them 
from the State. In 1896 the tenant’s right to improve- 
ments (which had been impaired by a series of judicial 
decisions') was further defined and secured, while more 
lenient rules for the repayment of the purchase advances, 
securing a reduction to the purchaser at intervals of ten 
years, encouraged the transfer of land from the landlords 
to the tenants. 

Besides this varied legislation there were many abor- 
tive attempts—e.g., Mr. Morley’s bill of 1895—to deal 
with the many difficulties of the problem which each change 
in economic conditions brought into notice. Thus the 
special position of tenants under the Ulster custom; the 
right of the landlord to pre-emption of a holding offered 
for sale by its occupier, and to have its true value fixed 
by the Land Commission; the treatment of tenants who 
had been evicted, and of those who had taken their farms; 
and the claim of the agricultural laborer to obtain a house 
and an allotment of land,—all these had attracted public 
attention. 

Two influences were, however, of peculiar importance in 
hastening on the act of 1903. One was the strong move- 
ment in favor of compulsory purchase initiated by Mr. 
T. W. Russell, and supported by the Protestant and Un- 
ionist farmers of the North. Another was the increasing 
difficulty experienced in keeping up the agitation con- 
nected with the Irish party’s policy. A general recog- 
nition of the loss that long-continued disturbance inflicts 


1Notably in the famous case of Dunseath vy. Adams, which figured off and 
on during twenty years in the Irish courts. 
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on all classes made conciliation or compromise seem 
desirable. To these must be added the disposition of 
English statesmen to deal more liberally with Ireland, 
in order to raise her material condition and thereby re- 
move the source of political discontent. 

The views of the government were decidedly indicated 
in the Land Purchase Bill introduced in 1902. Its princi- 
pal feature was the proposal for direct purpose of estates 
by the Land Commission, for which purpose additional 
funds were to be provided. An application for a read- 
justment of rent might be met by the other party apply- 
ing to the commission to state the fair terms of sale, which, 
if not accepted, would prevent any alteration of rent.’ 

This last part of the bill was strongly opposed by the 
tenant’s advocates as an’infringement of the right secured 
by the act of 1881, and all parties seemed to hold that 
still more inducement to purchase should be given. The 
measure was accordingly withdrawn with a promise that 
an Irish Land Bill would be the chief piece in the programme 
for the following year. In the mean time active efforts 
were made to bring about a conference between the rep- 
resentatives of landlords and tenants, which should come 
to an agreement on the terms of settlement to be submitted 
to the government for embodiment in the new bill. Though 
the official body representing the owners (the Land- 
owners’ Convention) declined to take part in a conference, 
a number of landlords agreed to the plan; and four rep- 
resentatives of this section met four members of Par- 
liament who were regarded as tenants’ representatives,” 
and after discussion put forth a statement in which the 
most noteworthy points were: (1) the assertion that an 
occupying proprietary in lieu of dual ownership was the 


1This somewhat ingenious plan was laid down in clause 36 of the bill. 

2The members of this conference were Lord Dunraven, Lord Mayo, 
W. H. Hutcheson Poé, M. T. Everard, John Redmond, W. O’Brien, T. W. 
Russell, T. C. Harrington. Its final meeting took place on January 3, 1903. 
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only satisfactory settlement of the question; (2) that the 
landlords’ income (defined to mean rents fixed since 1896) 
should be secured to them; (3) that owners should be 
allowed to purchase their mansion houses and demesne 
lands; (4) that the expense of proving title and delaying 
payment of the purchase-money should be removed; 
(5) that the tenants’ annuities should be such as to give 
an immediate reduction, varying from 15 to 25 per cent., 
with further reductions as the process of repayment went 
on, which would involve the aid of the State. The la- 
borers, the Congested Districts, and the evicted tenants 
were also recommended to the consideration of the gov- 
ernment. 

Although originally hostile, the Executive Committee 
of the Land-owners’ Convention accepted the Conference 
Report as “a valuable addition” to “the suggestions that 
had been made for removing the difficulties of the Irish 
Land Question.’”’ General approval was also expressed 
by the great body of Irish farmers. 

Under these exceptionally favorable conditions, Mr. 
Wyndham brought in his revised scheme, which was set 
forth in a speech of remarkable clearness. The difficul- 
ties of the problem were sketched, and also the necessity 
of dealing with it. The extreme complication of tenures 
and the many interests requiring consideration, as well 
as the mass of previous legislation, formed the greatest 
puzzle. The deterioration in agriculture from the ab- 
sence of inducements to investment on the part of either 
landlord or tenant and the evil moral effect on the farming 
class made it essential to deal boldly with the matter, 
which was also desirable in the interest of Great Britain 
as a neighboring country, necessarily affected by Ire- 
land’s prosperity or distress. 

Before considering the details of the bill, we may notice 
two features, one of which has been removed and the 
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other altered in the act finally passed. As at first planned, 
the annuity to be paid by the purchaser was to be divided 
into two parts, one (seven-eighths of the whole) redeemable 
by instalments running over sixty-eight and a half years, 
the other and smaller portion to be perpetual. The idea 
underlying this reservation of rent was to give to the 
State a power of control over the holders of land, in order 
to prevent subdivision and mortgaging, and also possi- 
bly for other objects. The Tenants’ Convention held 
a few weeks after the appearance of the bill declared 
strongly against this limitation, which was surrendered in 
committee. Again, in the first schedule of the bill a 
graduated scale for the bonus to be given to selling land- 
lords was set out, varying from 5 per cent. on estates over 
£40,000 to 15 per cent. on those not exceeding £5,000. 
This schedule is absent in the act, where a uniform bonus 
of 12 per cent. is laid down. But besides these unessen- 
tial matters there was very little change. The general 
trend of opinion in Ireland was expressed by the votes 
of the Tenants’ Convention just referred to,’ and also of 
the Land-owners’ Convention in favor of the measure. 

English people of all parties were ready to acquiesce 
in what seemed likely to solve the Irish Land Question. 
Criticism was restrained by the fear that in some way 
or other it might wreck the bill. The result was that the 
second reading passed by an enormous majority,® and the 
amendments in committee were few and comparatively un- 
important. One serious amendment proposed by the Na- 

1Mr. Davitt, as a consistent follower of Henry George, was the chief sup- 
porter of the perpetual rent, which he regarded as asserting the principle of 
State ownership, no matter how small the amount. 

2 This assembly was probably the most representative, and certainly the 
most business-like, of its class. The Catholic clergy, the Nationalist mem- 


bers of Parliament, and delegates from Local Government bodies and 
branches of the United Irish League were its constituent parts. 


3443 ayes against 26 noes. On the third reading the vote was 317 
against 20. ; 
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tionalist leader—namely, (1) the adoption of the minimum 
reductions laid down in the Conference Report (25 per 
cent. for first-term and 15 per cent. for second-term rents) 
and (2) the removal of the maximum limits of reduction 
fixed in the bill—was negatived. The amount of ad- 
vance permissible was increased; but, speaking broadly, 
the measure passed the Commons unaltered. 

In the Lords its course was equally smooth. Some 
amendments, carried against the government by the votes 
of the Irish peers, were rejected by the Commons and not 
pressed by the Upper House. 

The keynote of this elaborate piece of legislation is to 
be found in the fact that it is essentially a land purchase 
act, and therefore intended to set aside or rather make 
unnecessary the act of 1881, which was as essentially a 
rent fixing act. It is true that there are provisions to assist 
purchase in the Land Act of 1881, and provisions as to the 
hearing of fair rent cases in that of 1903; but in each case 
they are subordinate to the main purpose, and are hidden 
away, so to speak, in an obscure corner. This change 
marks the advance made in the intervening period. What 
is regarded as highly conservative in 1903 would have been 
denounced as revolutionary in 1881. 

Starting, then, with the principle of assisting the trans- 
fer of land to the occupier, the new act provides several 
ways. First, the previous system of individual dealings 
between owner and occupier remains open to those who 
desire to employ it. But the transaction will have to be 
examined, as at present, and the security found to be suffi- 
cient by the Land Commission. Further, the selling land- 
lord will receive only the capital of the annuity without 
any bonus; and there is no limit, either maximum or mini- 
mum, as to the reduction gained by the purchaser. Even 
in this case the advantages conferred by the act are con- 
siderable; for the selling owner receives cash instead of 
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land stock, and the interest on the advance is reduced to 
2} per cent., $ per cent. being added for the sinking fund. 
On the whole, it is improbable that sales to individual 
tenants will continue to any considerable extent. 

The second method is that of agreement between land- 
lord and tenants for the sale of a whole estate." The mode 
of procedure is simply for the parties to come to terms as 
to the price to be paid to the landlord, or—the same thing 
under another form—the amount of reduction which the 
tenants will receive on their present rents. Here an im- 
portant condition has been laid down, namely: that for 
rents fixed after 1896 the reduction must be not less than 
10 or more than 30 per cent.; for those fixed earlier—the 
great number of first-term rents—the reduction must be 
between 20 and 40 per cent. Though this establishment 
of “zones,” as they have been styled, has been much criti- 
cised, it possesses decided advantages. The commissioners 
must accept any agreement which satisfies the condition as 
to reduction, and the administrative and legal delays which 
have hampered land purchase in the past are to a great 
extent removed. Besides, the minimum limit secures the 
State against having to advance an amount exceeding the 
value; and the maximum one protects the interests of head 
landlords, encumbrancers, and the holders of reversions 
from being sacrificed by a life owner or an encumbered one. 
There remains in addition a discretionary power on the 
part of the Estates Commissioners to sanction sales outside 
the limits, if adequate reason be shown. The probability 
is that most of the sales will be carried out by these agree- 
ments, arranged directly. 

Another form of purchase, developed from the ineffective 
provisions of the second Gladstone act, is that in which the 

1 This term is purposely made a flexible one by the act. “The expression 


‘estate’ means any lands which the Estates Commissioners may declare fit 
to be regarded as a separate estate for the purposes of the act.” Section 98. 
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owner sells to the Land Commission for resale to the tenants.’ 
Here the owner applies to the commission, and it after 
inquiry makes a proposal to purchase, if tenants of three- 
fourths of the holdings in number and ratable value are 
willing to buy at the estimated price. In special cases the 
last restriction may be removed,—i.e., if there is no fear 
of loss,—while, in the case of “congested estates,” loss up 
to 10 per cent. may be risked. The commission can also 
arrange to buy estates ready for sale in the Land Judge’s 
Court, where so many encumbered properties have been 
lying for disposal since the opening of the agricultural de- 
pression. How far these extensive powers will be brought 
into use is somewhat doubtful. When a small minority 
of the tenants on an estate decline to purchase, they will 
certainly be used, the dissenting tenants being in such cases 
made compulsory purchasers.’ Finally, the Congested 
Districts Board—a body established in 1891 for the im- 
provement of the backward districts of Ireland—receives 
additional assistance for purchasing estates and redis- 
tributing the land amongst the tenants in the most bene- 
ficial way. 

By these several methods it is certain that there will be 
in the aggregate a very considerable transfer of land to 
the occupiers, accompanied, in the case of the poorer parts 
of the country, by a readjustment of holdings in order 
to bring them to a suitable size.* But there are important 
sections of thé farming class that are placed outside the 
effective operation of the measure. Judicial tenancies— 


1 The act of 1881 (sections 26-29) gives power to the Land Commission to buy 
an estate, if ‘a competent number of tenants are able and willing to 
purchase.” 

2Section 19 of the act lays thisdown. The grievance of the tenants thus 
forced into purchasing will not be serious, as it consists in a reduction of 
their annual payments. 

8This work of redistribution has been already carried out by the Con- 
gested Districts Board in several cases; e.g., Clare Island and the Dillon 
Estate. The creation of “economic’’ holdings is part of the policy of the 
act of 1903. 
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t.e., tenancies on which a fair rent has been fixed, either 
by the court or by agreement—are alone directly regarded. 
But the total number of first-term rents fixed at the open- 
ing of 1903 was 342,000: of these over 87,000 had obtained 
a second term. The area covered by these operations is 
10,228,000 acres, or one-half of the whole country. The 
total number of holdings is over 490,000, and this would 
seem to leave a very large residue (150,000) placed in a 
less favorable position. Two considerations, however, 
somewhat reduce this formidable number. Many holdings 
close to towns—the so-called “town parks”—are not fit 
subjects for purchase; and then there are over 70,000 hold- 
ings already purchased by their occupiers." Making due 
allowance for these classes, there will probably be about 
100,000 holdings outside those forming the “estates” with 
which the act deals. They must remain for the process 
of individual bargaining. Another limitation is contained 
in the prudent regulation that the Land Commission shall 
not have more than £5,000,000 worth of land in its own 
hands. 

Passing from the methods of purchase, we come to the 
special machinery created by the act. This is the Estates 
Commission, composed of three members, administrative, 
not judicial, in character. 1e importance of thus bring- 
ing the commissioners under the control of the Execu- 
tive and making their system of working more elastic can 
hardly be overestimated. The extent to which judicial 
stringency has retarded the working of the purchase system 
is difficult to realize. It may be expected that the new 
commissioners, carefully selected for their competence, will 
apply sound business methods in their department.’ 


1 Allowance must be made on the other side for ‘the fact that many pur- 
chased holdings were not judicial tenancies. 

3The commissioners are: Mr. Wrench, a member of the existing Land 
Commission; Mr. Bailey, the ablest and most experienced of the Assistant 
Legal Commissioners; and Mr. Finucane, who has a special training in 
Indian land problems. 
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The extraordinary delays in examining the titles of the 
properties for sale will not be likely to recur in the future, 
especially as any one in receipt of the rents for six years 
can practically be treated as the owner for the purpose 
of selling, though not entitled to receive the purchase- 
money without adequate proof. 

The powers of the Estates Commissioners are sufficiently 
extensive to enable them to improve the property passing 
through their hands. Sporting rights, rights to minerals, 
etc., may become vested in them; and there can be little 
doubt that they will use their powers.’ The real danger 
is rather that of a too paternal system being developed 
by the action of the various State departments engaged in 
fostering the Irish peasants, with evil results in checking 
the growth of a spirit of independence and individual 
activity in economic matters. 

An elaborate system of transfer, such as that just 
sketched, needs as its basis a carefully organized financial 
provision; and it is here that the special interest of the 
British tax-payer comes in. The course of development 
in this part of Irish land legislation has been a gradual 
increase in the assistance given by the State to the process 
of purchase. Beginning with the advance of a portion of 
the price to aid the thrifty buyer, it has gradually changed 
into the payment of the whole purchase-money by the 
State to the seller, the tenant-buyer paying off principal 
and interest by instalments. The act of 1903 puts the 
system on a revised basis. The chief points in this re- 
modelled plan are: (1) The payment of the price in money, 
the amount being determined by the annuity which the 
purchaser is to pay.” (2) The requisite funds are to be 


1Mr. Bailey, one of the commissioners, is the author of the valuable 
Report on the Condition of Tenant Purchasers, in which the desirability of 
maintaining State control over purchase holdings is forcibly urged. 

2The purchase-money is lent at 23 per cent.; the sinking fund for redemp- 
tion receives $ percent. Hence the annuity is capitalized at 3}, or about 303? 
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obtained by the issue of British government stock bear- 
ing 2} per cent. interest, and not redeemable for thirty 
years. (3) The advances and the interest on the stock 
come from a special fund described as the Irish Land Pur- 
chase Fund (section 27), which is to be fed by the issues 
of stock and the payment of annuities. (4) By a supple- 
mentary act of 1903 an Irish Development Grant has been 
created, and it will contribute £50,000 annually to the 
purchase fund. The Guarantee Fund under the act of 
1891 is also a possible contributory. (5) But behind 
all these particular contrivances’ there is the credit of the 
British State. It is this that will enable the necessary 
funds to be raised on reasonable terms. Apart from this 
powerful lever the system would be impossible; for the 
interest on a purely Irish loan would be such as to leave 
no room for reduction of the tenant’s annual payments, 
or else offer no inducement to the owners to sell. (6) A 
still greater effect is likely to follow from the grant of a 
bonus to the seller of complete estates. This gift is fixed 
for five years at 12 per cent. on the purchase-money of 
each estate; but the total amount to be so granted is lim- 
ited to £12,000,000, and is to be obtained by issues of 
the 2? per cent. land stock. The result will be that, when 
the whole bonus has been granted, the charge for interest 
and sinking will be £390,000 per annum. In the earlier 
years of the process it will of course be much less, and will 
finally diminish as the work of redemption goes on.” 

It is possible from the foregoing details to estimate 
roughly the burden placed on the British Exchequer. 


years (more precisely *#° x ¥=30}§). Thus an annuity of £100 would give a 
capital sum of £3,076 18s. 5d., to which the bonus of,12 per cent. must be added 
in the case of estates. 

1The complicated arrangements described above are the result of the 
relations of Ireland with the British financial system. 

2This “bonus” plan seems to have been naturally suggested by the 
premium obtained by selling owners when they were paid in land stock 
when it was above par, as was the case in the period 1895-99. It clearly affords 
a special inducement to the limited owner, who gains the bonus for himself. 
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Under existing conditions in the money market most of 
the land stock will be at a discount, amounting at first 
probably to 3 or 4 per cent. It is also true that the suc- 
cessive issues will tend to lower the government funds, 
as the total may in fifteen years or less reach £100,000,000 
or even £120,000,000. Then there is the risk of non-pay- 
ment of annuities and loss in selling portions of estates. 
When the £12,000,000 to be allotted as bonus is added, 
the outside limit of liability may be put at £20,000,000; 
and this will be spread over a long period. Bearing in 
mind the history of this and other Irish questions, there 
does not appear to be any reason to regard the charge 
as excessive, since it is the price of relief from a difficult 
and expensive situation. 

Though the features already noticed are those of most 
importance, the act contains in its 103 sections a great 
deal of serviceable legislation on special points. Thus 
the powers of trustees in respect to investment are enlarged, 
and the office of public trustee created. Of still wider 
effect is the provision that the owner, when selling an es- 
tate, may himself repurchase his demesne or other land 
in his occupation in ‘the same way as an ordinary tenant. 
The aim of this concession is, besides encouraging sales, 
to offer an inducement to resident landlords to remain 
in Ireland,’ and take part in the working of Local Gover- 
ment as well as to supply examples of better agricultural 
management. It is difficult to say how far this expedient 
will prove successful. Though all owners who can do 
so will rebuy their demesnes, it is likely that most of them 
will soon dispose of this remnant of their property, for 
which they can easily obtain a good price.” 

Another troublesome question is that of the position of 


1 This was recommended in the Conference Report (supra, p. 9). The 
amount advanced to the owner must not exceed one-third of the total pur- 
chase-money, or £20,000, whichever is less. 

2 This has actually occurred under the former acts. 
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evicted tenants. This has been met by allowing any one 
“who within twenty-five years before the passing of the 
act was the tenant” to purchase a parcel of land (presum- 
ably his former holding); but in such cases the advance 
is limited to the amount of £1,000 (unless the Land Com- 
mission consider that a larger amount will not preju- 
dice other claimants). This section was the result of a 
compromise between the government and the Irish party, 
and was keenly debated. It leaves open the difficult 
question of the position of the new tenants who have 
taken evicted farms. Are they to be allowed to retain 
their holdings, or shall they receive compensation? 

In accordance with the bad precedent set in so many 
previous acts, there are, as already noticed, certain sec- 
tions dealing with the fair rent courts and the laborers, 
tacked on to the main body of the land purchase enact- 
ments. The sub-commissions for fixing judicial rents 
will for the future consist of one legal and only one lay 
assistant commissioner. In appeals one judicial com- 
missioner, assisted by a lay assessor, will form the court. 
There may therefore be two, or probably more, Appeal 
Courts in operation, as any judge may be nominated as 
an additional commissioner. The evident object is to 
secure greater rapidity in dealing with cases, and remove 
the congestion in the Land Courts.’ 

The amendments to the Laborers’ Acts are merely a 
new definition of an “agricultural laborer,” and the rec- 
ognition of the wishes of the applicants in the choice of 
sites for cottages. The fuller treatment of the workers’ 
case is reserved for further legislation, which is promised 
for next year; but this under present political conditions 
is rather doubtful (which is to be regretted), as the labor- 
ing class in Ireland is the one which presents the chief 


10n January 1, 1903, there were 20,591 fair rent applications, and 13,237 ap- 
peals waiting to be heard. 





—————EE———— 














—_—— 








THE IRISH LAND PURCHASE ACT 17 


problem for the future. Even though it has improved 
since the time when the Devon Commission reported 
that “the Irish laborer was the worst fed, worst clothed, 
and worst housed in Europe,” there is much room for 
further advance. The chief hope of the agricultural 
worker lies in the opening up of opportunities for the 
acquisition of land by the use of energy and thrift. 


The question of greatest interest in connection with 
the new act is, of course, how will it work for its admitted 
purpose, the transfer of Irish estates to the tenants? So 
many attempts have been made that it seems absurd 
to expect that the present measure is to be the final one. 
It is almost certain that a pressing claim will be urged 
for increase of the donation of £12,000,000 provided to 
“oil” the wheels of the system; and some concessions on 
this head may be expected, particularly if any Irish funds 
or British grants to Ireland are available. Then there 
is some reason for thinking that the administrative working 
of the act will not be as rapid as is generally desired. 
Though the new commissioners will be more energetic, 
and the examination of titles much simpler, yet some 
inquiry will be necessary, and there will be delay in work- 
ing out the details of transfer. If land to the value of 
£5,000,000 or £6,000,000 per annum changes hands, it 
will be as much as can reasonably be expected. The total 
period over which the operation would extend would then 
run to twenty years." 

More serious still is the fact that a large body of occu- 
piers will not be able to take full advantage of the new 
facilities. Non-judicial tenants and those with very 
large holdings will ask for some aid towards purchasing,” 


1 Mr. Wyndham’s own estimate was fifteen years or longer. 

2 The advances under the earlier purchase acts were limited to £3,000. In 
exceptional cases £5,000 might be granted. The act of 1903 extends the latter 
to £7,000. 
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and here the hostility of the Nationalist party to the 
holders of large pastoral farms—“cattle-ranches,”’ as they 
are called by imitation from America—will prove an 
obstacle. The Congested Districts Board may buy in 
and reallot such land; but this course will not tend to the 
economic advantage of Ireland, where different types 
of farming are required, and where the large farmer is the 
pioneer of improvements. 

The greatest difficulty that the new measure will have 
to encounter is the possible disinclination of landlords 
to sell, except at prices much above those which have been 
established under the Ashbourne Act and its successors. 
The idea is very prevalent among the tenants that seven- 
teen to eighteen years’ purchase of the existing rents is 
an adequate price; and, looking at the average price of 
purchase for all Ireland, it has a prima facie plausibility. 
But the variations from the average are very wide, and 
differ much in different counties. Thus the extreme 
differences run from 45.7 years to 6.2 years, which shows 
the extraordinary inequalities that exist. Two circum- 
stances have to be taken into account, moreover, in con- 
sidering the low prices hitherto established: (1) The in- 
security of the land-owners’ position. Seventeen years’ 
purchase meant capitalizing at almost 6 per cent., at a 
time when interest was slightly over 24 per cent.’ Sales 
at such a sacrifice could not continue with more settled 
political conditions. (2) Moreover, the sellers under the 
earlier purchase acts were either hopelessly encumbered 
or were large proprietors, who desired to get rid of their 
troublesome Irish estates. The London Companies were 
specially anxious to rescue their property, even at a loss. 
These two classes are now practically exhausted, and 
further sales are only possible at higher prices. The 


123 per cent. consols reached 112; Guaranteed Land Stock (also 23), 114; 
London & Northwestern Railway 3 per cent. debentures, 115. 
2 Another circumstance which stimulated earlier sales was the high pre- 
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critical matter is to determine at what point this new 
level will be placed. The probability is that at first the 
variations will be wide, running from the minimum 
eighteen and a half years (excluding bonus) to twenty- 
five or twenty-six years. As the work of transfer goes 
on, the average price will tend to be higher, unless there 
is some serious depression in agriculture. Should stock 
exchange securities not recover from their present rela- 
tively low price, the advantage of sale to the landlords, 
owing to the favorable opportunity for investment, will 
bring more sellers forward. But the main influences will 
be rather the general political condition and the desire 
to carry out the transformation in property. 

That there is a general disposition on the part of land- 
lords to sell and of tenants to buy is beyond dispute, and 
each completed transaction will lead to others. The ad- 
vantages to the occupier of a reduction in his yearly pay- 
ments with the security that his new position gives will 
tell powerfully in favor of purchase. To the resident 
landlord the prospect of getting what is substantially 
a loan on easy terms,’ and receiving a reasonable price 
for his rights over the land held by tenants, is not unsat- 
isfactory. The encumbered landlord, who gets the power 
of clearing off mortgages and other charges, bearing a 
comparatively high rate of interest and thereby relieving 
himself of a heavy drain, will certainly try to come to 
terms. On these grounds there is reason to believe that 
the act will have a large measure of success, though at 
times there may be some slowing down in its operations. 

It is, however, when a great number of estates have been 


mium on the land stock in which payments were made. This premium, 
amounting at times to 14 per cent., was a bonus on sales. The South African 
War removed this assistance,— in fact, turned it into a discount. 

1 This is the real effect of section 3, under which the owner ostensibly buys 
back his demesne. Thus a sum of £10,000 advanced would only require an 
annuity of £325 (of which £50 goes to the sinking fund) for sixty-eight and a 
half years. 
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sold and when, as is possible, the remaining landlords de- 
cline to sell, that the old troubles may reappear. Under 
such conditions the cry for compulsory sale will, it is said, 
be revived, and Parliament will not hesitate to expropriate 
a small minority that obstructs the settled policy of the 
country. On the other hand, it must be borne in mind 
that the very system of land purchase creates an ever- 
increasing body of proprietors (for the tenant purchasers 
are virtually such), deeply interested in the maintenance of 
social order. How far this moderating influence will be 
effective remains to be seen. It ought to prove a powerful 
restraint on any extreme movement. 

Quite distinct from the question of transfer of land 
ownership from one class to another is that of the possible 
changes that the act will bring about in Irish agriculture. 
One undoubted result of the act of 1881 was the discour- 
agement to investment of capital on the part of the land- 
lord, and also to improvements by the tenant. A system 
under which rent is periodically revised makes it the 
tenant’s interest to let the land deteriorate: the constant 
litigation about improvements stops their being carried 
out. The intense dissatisfaction felt by both parties proves 
the failure of the judicial tenancy plan. 

Purchase will take this dead weight off Irish agriculture 
and give scope for progress. The chief danger for the 
future in this respect is the unsuitable character of so many 
Irish holdings. In the Congested Districts there are small 
farms, or rather plots, situated on poor soil. Elsewhere 
large farms of good land are the rule. The best endeavors 
of administrators cannot speedily change this condition. 
The slow and steady action of economic forces is the only 
complete remedy, and this is only possible if freedom of 
movement and trade is allowed. 

The energetic and the thrifty must be permitted to come 
to the front: the feeble and incompetent cannot be per- 
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manently left in possession of the soil. Agricultural prog- 
ress, like industrial, depends on bringing forward the best 
men, and giving to skill and providence their due reward. 
A good system of land tenure is an essential prerequisite, 
but is is only a prerequisite; and, indeed, any form of 
ownership which teads to stereotype existing conditions 
is certain in the modern economic world to prove evil. It 
is, therefore, essential to the ultimate success of the pur- 
chase legislation that it should be supplemented by reform 
and simplification of the general land law. The compli- 
cated rights and the restraints on alienation (though the 
latter are much reduced), which are characteristic of the 
English real property law, are altogether unsuited for a 
land where there is a large majority of peasant owners. 
The small proprietor class either gradually dies out or 
lingers on in a distressed condition under the cost and 
uncertainty of the law. Legal reform is, then, absolutely 
necessary; and there is good reason to hope that it will be 
carried out in company with the process of transfer which 
the act of 1903' is designed to accomplish. 

C. F. BasTaBie. 


Trinity CoLLecs, 
Dustin, IneLanp. 


1Though the measure does not come into operation until November 1, 
1908, several agreements have been already concluded. The most important 
is that for the sale of the Duke of Leinster’s estate, 44,000 acres in area, at 
@ price giving the owner twenty-five years’ purchase. 








THE UNITED STATES STEEL CORPORATION’S 
BOND CONVERSION. 


On April 17, 1902, the president of the United States 
Steel Corporation issued a circular to the stockholders, 
which invited their co-operation ina plan to raise $50,000,000 
of new capital. Half of this amount was to repay loans 
incurred by the constituent companies for construction 
work which was in part rendered unnecessary by the 
merger, but which, owing to advance commitments, could 
not be suspended. In addition, $25,000,000 was required 
for improvements, which, it was stated, would effect an 
annual saving of at least $10,000,000. The plan proposed 
to the stockholders for raising this money was “to re- 
arrange your corporation’s capitalization (which, in round 
numbers, now consists of $300,000,000 of bonds, $500,- 
000,000 of preferred stock, and $500,000,000 of common 
stock) by substituting for $200,000,000 of the preferred 
stock, $200,000,000 of sinking fund sixty year 5 per cent. 
mortgage gold bonds, and by selling $50,000,000 of addi- 
tional bonds of such issue for cash. As the preferred 
stock carries 7 per cent. dividends, while the bonds would 
bear but 5 per cent. interest, the $50,000,000 desired 
could, in this way, be added to the corporate resources, 
and the aggregate of the annual charges for interest and 
dividends, instead of being increased $3,500,000, would 
be decreased $1,500,000 as compared with the present 
sum total of these two requirements.” 

The plan offered to each preferred stockholder the right 
to subscribe to the new bonds to the extent of one-half 
his holdings of preferred stock, 40 per cent. of each sub- 
scription to be payable in preferred stock, and 10 per cent. 
in cash, or the subscription could be limited to 40 per 
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cent., in which event no cash payment was required. 
The circular also stated that a syndicate had been formed, 
“including some directors,” to further the success of the 
plan; and, in the call for a special meeting of stockholders 
to be held May 19, one of the purposes of the meeting 
was stated to be the ratification of an agreement between 
the United States Steel Corporation and J. P. Morgan 
and Company, acting for this syndicate. 

This agreement is dated April 1, 1902, and contains the 
following provisions :— 

1. That the party of the second part, known as “ the 
bankers,”’ on or before the first day of July, 1902, should 
offer to the preferred stockholders the right to subscribe to 
the second mortgage bonds of the company, on the terms 
mentioned in the circular, for a period of thirty days; 

2. That such part of the $250,000,000 of bonds as should 
not be taken by the preferred stockholders, should be issued 
to the bankers on their request for the syndicate, to be paid 
for in preferred stock, and in cash, on the same terms as 
those offered to the preferred stockholders, in such amounts 
and at such times as the bankers might request, up to 
October 1, 1903; 

3. That the bankers guarantee to the Steel Corporation 
that subscriptions to the new bonds to the amount of 
$100,000,000 would be made, payable $20,000,000 in cash, 
and $80,000,000 in preferred stock; 

4. That, as compensation for the risk, the guarantee, 
and the various obligations assumed by the syndicate, 
the Steel Corporation should pay to the bankers a cash 
compensation equal to 4 per cent. upon the aggregate 
amount of the bonds which should be sold or delivered, 
either to the preferred stockholders or to the syndicate, 
until October 1, 1903. 

The plan and the syndicate agreement were submitted 
to the stockholders, and both were approved by a vote 
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of 7,704,288 shares to 12,540 shares out of a total num- 
ber of 10,185; 811 shares outstanding. 

Before the plan could be put into effect, an injunction 
was applied for on June 8, 1902, before the Chancellor of 
New Jersey, against J. P. Morgan & Co. by Miriam Berger, 
a preferred stockholder, to forbid them to issue bonds 
for stock under the bankers’ contract, and alleging that the 
plan of conversion was unlawful for the following reasons: 
(1) that the plan, if carried out, would impair the com- 
plainant’s vested rights as a stockholder; (2) that the 
plan of issuing bonds to retire stock was void against any 
dissenting stockholder; (3) that the plan was ruinous and 
disastrous, and impaired the value of complainant’s 
stock; (4) that four members of the bankers’ firm were 
directors of the corporation; and (5) that the compensa- 
tion which might be received by the bankers under their 
contract was without consideration and illegal, and that 
the scheme was devised to secure exorbitant commissions 
by this firm. An order restraining the bankers from issuing 
any bonds in exchange for preferred stock was granted 
by Vice-Chancellor Emery on the ground that the com- 
plainant’s vested rights would be impaired by the ex- 
change of bonds for preferred stock under the terms pro- 
posed.’ The case was appealed, the appeal being argued 
on June 25. 

Before the appeal was decided, on July 5, a second bill 
was filed by J. Aspinwall Hodge, Bernard Smith, and 
William H. Curtis against the corporation, the bankers, 
and the directors.? The grounds on which relief was 
asked for, were as follows:— 


1The ground on which the injunction was granted was: “that it [the 
conversion plan] is a preferential distribution of capital among some of the 
shareholders to the exclusion of others, and not a plan for an equal distribu- 
tion among all the preferred stockholders. That the capital represented by 
preferred stock up to a limit of $200,000,000, is to be reduced to the extent the 
holders agree to take bonds, and ... the stock of those who decline to take 
bonds is thus made subject to the prior claim and lien of those who take 
bonds.” 


2Smith and Curtis, it being proven that they were not registered owners 
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1. That the plan interfered with the vested rights of 
the complainants; 

2. That it was wlira vires and void; 

3. That the Steel Corporation, under the act of 1902, 
could not issue bonds for stock, because it had not paid 
dividends on the preferred stock for at least a year pre- 
ceding the date of the meeting, and because its assets, 
after deducting the amount of its bonded debt, were not 
equal in value to the par value of its preferred stock; 

4. That the scheme was disadvantageous, and would 
seriously damage the corporation and its stockholders, 
and that the compensation to the bankers was exorbitant; 

5. That the action of the directors in approving the 
plan and contract was void, because fifteen or more of 
the board of directors were interested in the underwriting 
syndicate; 

6. That the plan was never legally ratified by the neces- 
sary two-thirds vote of the stockholders, because the 
votes upon the stock controlled by the bankers and mem- 
bers of the syndicate must be counted to make up the 
two-thirds vote required by law. 

The injunction asked for was granted October 29, 1902, 
on a portion of the third item of the bill of compiaint, 
on the ground that only four continuous payments of 
dividends on the preferred stock had been made, the 
duration of the period from the time of the first declaration 
of a dividend, July 2, 1901, to the date of the stockholders’ 
special meeting, May 19, 1902, being forty-four days less 
than one year, while five continuous quarterly payments 
should have been made to fulfil the requirements of the 
law. An appeal was allowed to the Court of Errors and 
Appeals, where the case was reargued in the November 
term. Decision was rendered on February 18, 1903, re- 


of stock at the time suit was brought, obtained no recognition in the litiga- 
tion. The right of Hodge to petition for an injunction was recognized. 
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versing the Vice-Chancellor, and deciding in favor of the 
defendants, on the ground that all the requirements of the 
law had been complied with, and that, “there is no ground 
presented by the case or agitated in the briefs of counsel 
which will justify the interposition of a court of equity 
to arrest the proposed action of the defendants.” A 
similar decision had been rendered by the Court of Appeals 
in the Berger case on October 11, 1902. The Steel Cor- 
poration at once put its plan into effect. 

It is proposed, in the following pages, to outline the 
principal arguments in the Hodge suit as found in the affi- 
davits, briefs, and arguments of counsel. Space does 
not, however, permit an extended analysis of these argu- 
ments; and, for the most part, the merits of the controversy 
will be determined by the decisions of the Vice-Chancellor 
and the Court of Appeals upon the different points pre- 
sented. The complainants in the Hodge suit presented 
the most varied and forcible criticisms which have been 
made of the bond conversion plan. It may also be pre- 
sumed that the defendants placed their side of the ques- 
tion in the most favorable light. With the opinions of 
two courts to assist him, the reader will have little diffi- 
culty in determining on which side lay the weight of the 
evidence. 

Omitting the claim that the vested interests of the 
complaining stockholders would be impaired by the pro- 
posed conversion of preferred stock into bonds,—this point 
being decided in the Berger suit in favor of the corpora- 
tion,.—and passing over, as being of merely technical in- 

10pinion of the Court of Errors and Appeals, Van Syckel, J. (p. 11): “ That 
this plan involves a reduction of capital stock is conceded: it is the very pur- 
pose of the plan to reduce it and to retire it; but to the assertion that it is 
preferential, Iam unable to assent. The same opportunity is given to all to 
accept the offer, none are excluded, and the complainant who has declined 
the offer cannot say to the ninety and nine who have accepted it that they 


have been preferred. There has been no preferences on the part of the cor- 
poration; the position occupied by the complainant is of her own option.” 
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terest, the ground on which the Vice-Chancellor granted 
the injunction, we find that the complainants rested their 
case upon the following principal arguments :— 

1. That the action of the directors in sanctioning the 
plan was illegal, by reason of the private interest of several 
of their number, while the stockholders, to whom the 
extent of the directors’ interest had not been fully dis- 
closed, could not validate their illegal action; 

2. That the scheme was vitiated by actual fraud, being 
plainly designed to favor J. P. Morgan & Co. and their 
associates, at the expense of the corporation; 

3. That the contract with the syndicate was unfair to 
the stockholders, both in the length of time given to them 
to subscribe for the bonds as compared with the time 
allotted to the syndicate, and the unreasonable options 
granted to the bankers; 

4. That the Steel Corporation did not have assets of 
the value required by law. 

In developing the alleged illegal private interest of the 
directors, the complainants began by claiming that fifteen 
of the directors of the Steel Corporation, including the 
six members of the Finance Committee, were members of 
the underwriting syndicate whose agreement with the 
syndicate managers was dated March 12, twenty-eight 
days before the resolution of the directors approving the 
contract between the syndicate and the Steel Corpora- 
tion. In other words, at the meeting on April 1, when 
the contract with the syndicate came up before the direc- 
tors, a majority of the board were “personally and indi- 
vidually interested in the profits and advantages to be 
derived by Morgan & Co. and their associates.” . . . 

These benefits were considerable. If the stockholders 
subscribed to the full amount of $250,000,000 of bonds, 
the syndicate would receive $10,000,000 in cash from the 
corporation. In addition to this large commission, the 
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syndicate had the privilege of exchanging preferred stock 
for all bonds which were not taken by the stockholders; 
and this option, it was claimed, presented the certainty 
of a large additional profit. It is the law of New Jersey 
that where the personal interest of a director is concerned 
in a contract with his corporation, that contract is void- 
able. On this ground, the complaints asserted that the 
action of the directors was illegal. 

The answer to this argument, reserving to a later page 
a discussion of the benefits of the contract, was short and 
decisive. Such contracts as the one in question, said the 
defendants, while voidable at the option of the stock- 
holders, can be validated either expressly by a vote of 
the stockholders, or by the stockholders not electing to 
take any action in the matter. In the present instance, 
since the stockholders, by an enormous majority, had 
sustained the directors in their approval of the plan of 
conversion, to say nothing of the fact that the by-laws 
of the corporation expressly provided that directors might 
be interested in contracts with the corporation, and, 
further, ‘‘that ... any act or contract that shall be ap- 
proved or ratified by the vote of the holders of a majority 
of the capital stock of the company ... shall be as valid 
and binding upon the corporation and upon all the stock- 
holders as though it had been approved or ratified by 
every stockholder of the corporation,”’ the court held that 
the infirmity in the contract had been entirely eliminated, 
and that the ratification of the agreement and plan was 
complete. 

The complainants then attempted to show that less than 
the necessary amount of stock was legally voted, by setting 
up the plea that the members of the syndicate had no 
right to vote for the ratification of a scheme in which 
they were personally interested as opposed to the interest 
of the corporation, thus affirming the doctrine that the 
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rights of a stockholder, when he becomes a director, are 
limited by the director’s obligation to the corporation, 
which, it was alleged, was violated in the present instance, 
and going so far as to impose a similar obligation upon 
a stockholder who was not a director. This argument 
was stated as follows: . . . “It is contended that where 
a large number of stockholders conspire to impose a bur- 
den upon a corporation for their own benefit, ignoring 
the interest of the corporation, they thereby become 
constructively trustees for their fellow-stockholders, assume 
the obligations of trustees toward their fellow-stockholders, 
and must deal with them accordingly.” 

The defendants replied, and the court agreed with them, 
that a stockholder can never be deprived of his right of 
ownership in a corporation and of the right to vote the 
number of shares which he holds upon any question affect- 
ing his interest. Judge Van Syckel remarked in his opin- 
ion — 


They [the directors] voted upon that resolution, not as directors, 
not in their fiduciary capacity, but solely in the right of the shares 
of stock held by them. A most valuable privilege, which attaches 
to the ownership of stock in a corporation, is the right to vote 
upon it at any meeting of stockholders. As to the resolution 
considered by itself, as stockholders, they owed no greater duty 
to their co-stockholders than those stockholders owed to them. 
Like other stockholders, they had a right to be influenced by 
what they conceived to be for their own interest, and they cannot 
lawfully be denied that right, nor can it be limited or circum- 
scribed by the fact that they occupied the position of directors 
in the company. 


But, continued the complainants, granted that the vote 
was legal on the assumption that the stockholders fully 
understood the nature of the resolutions upon which they 
were voting, that assumption was contrary to the facts. The 
stockholders were not aware of the nature of the contract 
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already made with the syndicate, nor with the extent of 
the personal interest of the directors in this contract. The 
only information in regard to these matters contained in 
any of the documents sent to the stockholders, appears in 
the circular of April 17, and was as follows: “To further 
the success of the plan, there has been formed a syndicate, 
including some directors, which will receive four-fifths of 
the four per cent. compensation to be paid under the con- 
tract with Messrs. J. P. Morgan & Co. mentioned in the 
notice of stockholders’ meeting.” It was further stated 
in the notice of the stockholders’ special meeting, that 
copies of the directors’ resolution, in which the nature 
of the contract was explained, and of the contract itself, 
could be obtained on application at Morgan & Co.’s office. 
This notice, the complainants asserted, was insufficient 
to acquaint the stockholders with the nature of these 
contracts which they were asked to approve. 

The defendants replied in the words of a decision upon 
another case cited in the brief of the defendants upon 


appeal :— 


If the party notified make reasonable investigation, he obtains 
actual knowledge of these facts; if he choose not to make it, he is 
charged constructively with knowledge of them. ... If he is 
unwilling to act upon the facts as the notice presents them, then 
the law demands that he shall make proper examination, and 
upon the result of that examination he may safely stand. ... But, 
if he prefer not to examine, it must be because he is satisfied to 
act as if the matters disclosed in the notice were true, and he can- 
not afterward complain if his rights are made to rest upon them 
so far as they are true. The information given by the notice is 
equivalent to that obtained by the inquiry.’ 


This principle has been established in a number of 
cases. It was reaffirmed by the Court of Appeals in its 
decision that the information furnished to the stockholders 


1 Gale v. Morris, 3 Stew. 285, 289, 290. 
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of the Steel Corporation in regard to the various contracts 
and resolutions was sufficient to put them on inquiry. 
In fact, so little question was raised at the time concern- 
ing the expediency of the scheme that no stockholder 
applied to J. P. Morgan & Co. for a copy of the contract. 
The defendants were, therefore, apparently justified in 
their claim that the stockholders received all the informa- 
tion which they required. 


THE CHARGE OF FRAUD. 


The evidence submitted by the complaining stockholders 
to substantiate their charge of fraud, lay in the nature of 
the transactions in controversy. They claimed that the 
conversion scheme was bound up with the syndicate agree- 
ment; that it would not have been brought forward, had 
it not been for the benefits which the syndicate was to 
derive; and that the compensation received by the syndi- 
cate, and the privileges allotted to it, were unreasonable 
and extortionate. 

Here was a corporation, they said, in urgent need of at 
least $50,000,000 to complete improvements already begun, 
and to undertake further improvements whose completion 
would add at least $10,000,000 to its profits. This money 
was to be borrowed on the security of a second mortgage. 
The interest was to be provided by converting a 7 per cent. 
dividend charge on $200,000,000 of preferred stock into 
a 5 per cent. interest charge on the same amount of bonds. 
Ostensibly to insure the success of this plan, the aim and 
object of which was to raise a certain amount of cash, an 
underwriting scheme was devised, which, however, en- 
tirely subordinated the raising of cash to the conversion 
of stock into bonds. The underwriting plan devised by 
the directors undertook to guarantee, not the amount of 
cash required, but a plan of conversion whose complete 
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success would not have increased the security of the pro- 
posed bond issue, nor have rendered the bonds more attrac- 
tive in the eyes of investors,—a measure, moreover, which 
made inadequate provision for the real needs of the cor- 
poration. The syndicate, in other words, instead of guar- 
anteeing to take $50,000,000 of bonds at par, and to pay 
for these bonds in cash, which the commonly understood 
principles of underwriting demanded, agreed to take only 
$20,000,000 of bonds at par, for which, after deducting 
their assured commission of $4,000,000 on the $100,000,000 
of bonds whose purchase with cash and stock they had 
guaranteed, the corporation would receive only $16,000,- 
000 of cash. Moreover, if the amount of bonds remain- 
ing should be taken by the stockholders, the additional 
commissions of the syndicate would reduce their actual 
cash guarantee to $11,200,000, or little more than one- 
fifth of the amount which the stockholders had been told 
was necessary. On the basis of the actual cash furnished, 
the commission to the syndicate, assuming that the plan 
was successfully carried out, would be 44 per cent.,—an 
extraordinary and unreasonable compensation.’ 
Furthermore, in answer to the argument set forth in 
the affidavit of Mr. Perkins, in which he claimed that, in 
the opinion of the Finance Committee of the Steel Corpo- 
ration, the immediate effect of the announcement of the 
contemplated withdrawal of 40 per cent. of the preferred 
stock would be to send its price above par, and so make 
conversion unattractive, and that the necessity of segre- 
gating a large amount of preferred stock in order to make 
sure that at least $80,000,000 of stock would be exchanged, 
as provided by the syndicate agreement, involved great 
risk and the locking up of a large sum of money for a con- 
siderable time, the complainants urged that, in any event, 
the bonds, which were, on the admission of the Finance 
1 Argument of Edward B. Whitney for Appellees, p. 21. 
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Committee of the Steel Corporation, a higher grade security 
than the preferred stock,—else why convert the stock into 
bonds?—would always sell at a higher price than the stock, 
and that, therefore, the necessity of guaranteeing the con- 
version did not appear. There could be no reasonable coubt 
that the corporation could sell $20,000,000 of its second 
mortgage bonds for more than $16,000,000, the maximum 
amount of cash which it stood to receive from the syndi- 
cate. The assurance given by the syndicate that the 
amount required for distribution to the security holders 
would be decreased $1,500,000 per year could have no effect 
upon the price of the bonds, and could therefore lend only 
indirect assistance to the conversion. Moreover, a large 
amount of this $80,000,000 preferred stock was already 
the syndicate’s property at the time the contract was made; 
and, so far from locking up funds in fulfilling their agree- 
ment, the members of the syndicate were in reality increas- 
ing the value of their property. In short, it was claimed 
that the guarantee of the syndicate contained an incon- 
siderable benefit for the Steel Corporation, in return for 
which the syndicate was to receive a large cash commission. 


THe CHARGE OF DISCRIMINATION. 


In support of the charge of discrimination, the complain- 
ants argued that the plan created two classes of subscribers 
to the new bonds: (1) the syndicate; (2) the other pre- 
ferred stockholders. Class 1 were offered the bonds at 96; 
class 2, at 100. Class 1 had an option on part of the bonds 
for seven and one-half months, and an option on such 
portion of the remainder as were not taken by the pre- 
ferred stockholders for sixteen and one-half months, which 
period could be extended by agreement between the syndi- 
cate and the directors. Class 2 had an option limited to 
fifty-eight days. Class 1 could exchange their holdings 
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of preferred stock to any amount, while class 2 were lim- 
ited to 40 per cent. of their preferred stock holdings. 
“The syndicate,” said the complainants, “after cutting 
off the preferred stockholders not in the syndicate by the 
thirty (or fifty-eight) days’ notice, could, at any time be- 
fore the first day of January, 1904 (and later by means of 
extending the time), purchase 1,000 shares of preferred 
stock at the market price,—say 83,—paying therefor 
$83,000; then call upon the Steel Corporation under one 
of the options to deliver to them bonds to the amount 
of $100,000 in exchange for the 1,000 shares of stock, and 
sell the bonds at the market price,—say 95,—thus making 
$12,000 without the slightest trouble or expense, except 
that which would attend a few minutes’ clerical work. 
And this process could be repeated in larger or smaller 
amounts from time to time, whenever the relative market 
prices of the stock and bonds should make it profitable 
to do so. Would not this be a palpable injustice to stock- 
holders of the corporation, and especially to the preferred 
stockholders, not members of the syndicate, who had ex- 
changed 40 per cent. of their preferred stock for bonds?” 

The answer of Mr. Perkins to this charge has been 
already referred to. He asserted that, without the guar- 
antee of the syndicate, the success of the conversion plan 
would have been endangered by the appreciation in the 
value of the preferred stock. He does not answer the 
argument that the compensation was excessive in con- 
sideration of the benefit received by the corporation, ex- 
cept so far as to assert that the syndicate agreement was 
“a most desirable one for the United States Steel Cor- 
poration,” but rests the justification of the compensation 
almost entirely on the risk assumed by the syndicate.* In 


1 The following quotation from Mr. Perkins’s affidavit is of interest in this 
connection: “The largest participations in the syndicate were taken only 
after urgent solicitation by me and upon my agreeing that my firm would 
take an equal amount. The participation taken by Mr. Schwab and by some 
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the Berger suit, where this point was more fully discussed, 
and to which constant reference was made in the Hodge 
litigation, the expediency of the contract with the syndi- 
cate was justified by the argument which Mr. Perkins 
employed, and the large risk incurred by the syndicate 
was thus explained in the brief of counsel for the cor- 
poration :— 


Is it reasonable to contend that the tying up of $100,000,000 of 
capital involves no risk or consideration and warrants no com- 
pensation? Can it be said that a syndicate, which undertakes 
an obligation of $100,000,000 and for the purpose of performing 
that obligation ties up by actual deposit $80,000,000 of property, 
is furnishing no consideration for an agreement to pay a commis- 
sion? Suppose, pending action by the stockholders, the preferred 
stock of the syndicate had fallen in value from 94 to 874 (as it 
actually did) or even lower, and there was a falling market occa- 
sioned by strikes or financial disaster, who would recompense the 
syndicate for the loss that it would sustain by the depreciation 
of its stock? ... A variation of four points in the relative value 
of the 7 per cent. cumulative preferred stock and the new 5 per 
cent. bonds would at once wipe out the profits of the syndicate 
and turn the venture into a loss. ... For example, it may well 
be that the present market value of the proposed new five per 
cent. bonds is 95, and that the present market value of the pre- 
ferred stock is 88, a depreciation of six per cent. since the syndi- 
cate deposited the $80,000,000 of stock. What, then, would be 
the outcome of the risk of the syndicate if the plan had been dis- 
approved by the stockholders, or if it should now be set aside by 
the courts? The syndicate has tied up $80,000,000 of stock, 
which now shows a loss of six per cent., or $4,800,000, and this loss 
exceeds the promised commission, which they would not receive 
if the contract were not approved, and in addition the syndicate 
is bound to take $20,000,000 of bonds, which bonds are only worth 
95 in the market, showing an additional loss of $1,000,000. It 
of the other directors was upon the understanding that, if we found other 
parties to take any part of such participations, we would do this, and thus 
release them. My firm considered, and I believe most of the directors 
believed, that the syndicate contract was not a particularly profitable one for 


the syndicate. In no instance did we find any stockholder willing to sub- 
scribe for the full amount of his holdings in preferred stock.” 
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is submitted that the mere statement of these facts must satisfy 
any court that the syndicate has since the first of April, 1902, 
run a very great risk, that it is still running a great risk, that in 
all fairnesss and propriety a reasonable compensation may be 
paid for that risk, and that the agreed compensation is not ex- 
cessive.’ 

It is unfortunate that the defendants did not feel them- 
selves compelled to legitimate the syndicate agreement, 
not merely by citing the risk undergone, but, as the com- 
plainants challenged them to do, by showing a corre- 
sponding benefit to the corporation. As complainants’ 
counsel remarked :— 


The directors of an industrial corporation would not be justi- 
fied in paying a million dollars to a person who offered to swim 
the Atlantic, unless they could show that some benefit would be 
conferred upon the corporation by the accomplishment of that 
feat. The fact that the gentleman proposing the scheme insisted 
upon the enormous risk that he ran would not justify the directors 
in closing the contract. 


It would have been better, we must admit, if only for 
the sake of gaining a larger measure of general approval 
for their project, if the defendants had presented this 
portion of their argument in a less general and sweeping 
manner. 

For the immediate purpose of winning their case, how- 
ever, it was merely necessary for the defendants to keep 
before the court the fact that the contract between the 
Steel Corporation and Messrs J. P. Morgan & Co. was 
approved of by more than ninety-nine and four-fifths per 
cent. of the stockholders represented at the special meet- 
ing. Behind this fact, in passing upon the legitimacy 
of the transaction, in the absence of specific proof of 
fraud, the court could not go. As Vice-Chancellor 


1Brief on Behalf of Defendants — appellants in Miriam Berger v. United 
States Steel Corporation, pp. 42, 43, 44. 
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Emery said in his opinion which was quoted in the deci- 
sion of the appellate court :— 


The reasonableness or judiciousness, in the business aspect, 
of a reduction of the preferred stock of the Steel Corporation, and 
the distribution of capital resulting therefrom, by the conversion 
of stock into bonds, is . . . altogether a matter of management 
of the affairs of the corporation, upon which the decision of the 
directors and stockholders given in the manner required by law 
is final, so far as it relates to its business aspects. 


And Judge Van Syckel, in the final decision, stated 
the same principle in more general terms, quoting from 
his opinion in the Berger case:— 


The manner in which a duly authorized plan is to be carried 
through is part of the business of the corporation, and, in the 
absence of fraud or bad faith, is not the subject of judicial control 
to any greater extent than any other business of the corporation. 
The court cannot substitute its judgment for that of the directors 
and majority stockholders, and say that a less expensive plan 
could be successfully adopted. 


In short, so long as the directors acted in good faith 
and with entire frankness, they might, unless expressly 
forbidden by the law, have converted all their preferred 
stock into a 6 or 7 per cent. bond; they might have in- 
curred a floating debt equal to their mortgage indebted- 
ness; they might have abolished the charge for depreci- 
ation; they might have paid their president a salary of 
$5,000,000 per year. In fact, they might have violated 
many rules of business prudence if only they could secure 
the approval of a majority of the stockholders. In New 
Jersey, a stockholder, generally speaking, is allowed to do 
what he will with his own. 

That the court was convinced of the honesty and good 
faith of the transaction appears from the expression of Jus- 
tice Van Syckel :— 
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There is an entire absence in the case of anything to show a 
taint of fraud, or an attempt to conceal from the shareholders 
any fact which should have influenced their action. That the 
entire proceeding was conducted with good faith, without con- 
cealment, and with fairness to both parties, is evinced by the 
fact that during all the litigation which has ensued, under the 
promotion of a shareholder who did not attend the meeting, not 
one of the vast number of shareholders who were present in 
person or by proxy, comprising men of great business capacity, 
interested to the extent of millions of dollars in the conversion 
plan, has questioned its propriety, or expressed a desire, so far 
as appears, to recede from it. 


THE VALUATION OF THE ASSETS. 


A New Jersey corporation cannot convert preferred 
stock into bonds unless its assets, after the deduction of 
all indebtedness, are equal to its preferred stock.’ In 
their attempt to prevent the conversion of preferred 
stock into bonds, the complaining stockholders laid final 
emphasis upon the alleged fact that the assets of the 
Steel Corporation were not worth the necessary amount; 
namely, $880,024,900. In proof of this assertion, the 
complainants relied mainly upon the affidavits of one 
James H. Lancaster, who represented himself to be “a 
mechanical and mining engineer and expert on ores and 
steel and iron properties and their products.” ... Mr. 
Lancaster made two affidavits in the suit,—the first, a 
preliminary affidavit, on July 3, 1902, and the second, 
in more detail, on July 14. 

In his first affidavit, Mr. Lancaster stated that he was 
“familiar with and had made a study of all the various 
properties and plants” of the Steel Corporation, that the 
plants and properties could be duplicated for about $300,- 
000,000, and that the total value of all the properties, 


'This was the act of March 28, 1902, under which provisions the plan of 
exchanging bonds for preferred stock was authorized. 
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including good will and organization, was not worth 
$500,000,000. 

Two weeks later, Mr. Lancaster, in his second affidavit, 
went into the subject of valuation in more detail, and 
presented the statement upon which this portion of the 
complainants’ case was to depend. He stated, first, that 
the plants of the Carnegie Company, representing 44 per 
cent. of the productive capacity of the Steel Corporation, 
had been valued on March 12, 1900, by the partners of 
the Carnegie Steel Company at $75,600,000. This valu- 
ation was stated in the answer of the company to Mr. 
Frick’s bill of complaint to be “a full, fair, and accurate 
valuation of these assets,” and also that “the experience 
and judgment of business men justify us in saying (as we 
do) that such a method of valuation in large manufactur- 
ing companies, and especially of iron and steel in our 
country, as a rule, is more liberal to the seller than to 
the buyer; for experience has shown that partnership 
assets on a just appraisement seldom reach the value at 
which they stand on the books of the concern.” Mr. 
Lancaster, accepting this statement as accurate, estimated 
the total value of the Steel Corporation’s properties, upon 
the basis of the 1900 valuation of the Carnegie properties, 
and including $27,000,000 of Frick Coke Company assets 
subsequently added, at $200,000,000. 

He also presented a table showing the conversion value 
of the securities of the constituent companies in the secu- 
rities of the United States Steel Corporation, as follows:— 


Common Preferred 
Stock. Block. Bonds. 


Constituent companies . $300,000,000 %$247,000,000 $219,000,000 
United States Steel Corpo- 





Wn tt tll 508,000,000 510,000,000 362,000,000 
Increase. . . . «. « « $208,000,000 $263,000,000 $143,000,000 
Percentage of increase, 69% 106% 65% 


The inference drawn from this comparison of capitaliza- 
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tions was that, unless the capital of the constituent com- 
panies was far below the value of their assets, the capi- 
talization of the United States Steel Corporation greatly 
exceeded the value which supported its securities. Mr. 
Lancaster concluded his affidavit by expressing the opin- 
ion that the 1902 earnings of the United States Steel 
Corporation represented the results of an exceptionally 
prosperous condition of the market, and that many new 
plants were then building to compete with the corpora- 
tion in all its departments. 

The arguments of complainants’ counsel in support of 
these affidavits were mainly taken up with showing that 
the iron and steel trade was subject to sudden and ex- 
treme reverses and to long periods of depression, and 
that these contingencies had not been allowed for in the 
capitalization of the Steel Corporation. They contended: 
(1) that the value of a group of assets was based on the 
selling price of those assets, which in turn depended solely 
upon their earning power, and that, ~zhile the Steel Cor- 
poration was then earning interest and dividends on all 
classes of its securities, there was no assurance that these 
earnings would be sufficiently permanent to warrant the 
belief that the selling value of the company’s assets could 
properly be based upon a capitalization of their amount; 
(2) that the 1902 price of steel was an abnormal price, 
dependent on temporary conditions, and resulting in 
earnings which should be disregarded in making an esti- 
mate of the ability of the corporation to pay the large 
increase in interest charges which would result from the 
success of the conversion plan; (3) they asserted that the 
directors of the Steel Corporation were about to carry 
through a plan which was not merely unnecessary and 
expensive, but dangerous as well,—a plan which would 
increase its mortgage debt beyond what experience showed 
would be the minimum value of its assets, a plan whose 
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success spelled bankruptcy, should the history of the steel 
trade be repeated. The argument of the complainants, 
in brief, was based entirely on considerations of business 
probability, and on the results of business experience. 
Affirming that the requirements of the New Jersey cor- 
poration law were designed for the protection of the in- 
vestor, they asked the court to interpret the meaning of 
the statute in the light of business probability, and to 
refuse its sanction to a measure which conservative judg- 
ment would disapprove.” 

This, however, as shown by its refusal to throw out the 
conversion plan because of its alleged expensiveness, the 
court was not prepared to do. So long as the requirements 
of the law were complied with, which in this case meant 
a certification by the officers of the corporation that its 
assets, after deducting all indebtedness, were equal in value 
to the amount of its preferred stock, and in the absence of 
fraud, the court had no right to interfere. 

This certification was furnished in a series of affidavits re- 
markable because of their prodigal frankness and the varied 
standards of valuation which they set up. The subject 
matter of these affidavits, so far as they relate to the ques- 
tion of assets, may be divided as follows: (1) valuations of 
.,.property;” and (2)-estimates of future earnings. The lead- 


a. ing affidavit Yor the defendants was made by Mr. Schwab, 


who swore to ‘the statement that the total value of the 
corporation’s assets, without making any allowance for 
good will and established business, patents, trade-marks, 
and processes, or for $150,000,000 of orders on hand, ex- 
ceeded the total amount of its capitalization. This state- 
ment was not made in general terms, but was supported 
1Argument of Edward B. Whitney (p. 41): “ I submit that the sole object 

of the Legislature in establishing this restriction as to the amount of assets 
was to make the recapitalization entirely safe for at least the preferred stock, 
. . to secure that in case of insolvency a foreclosure of the new bonds would 


result in the realization of the full value of the preferred stock if the latter 
were properly protected.” 
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by a list of assets, giving the value assigned to each and 
the basis of valuation employed. For purposes of con- 
venience, the material of this affidavit has been arranged 
in the following table :— 


Assets. Valuation. Principles governing Valuation. 
1, Iron and ore prop- $700,000,000 1. Properties cannot be dupli- 
erties. cated at any price. 


2. Yield direct. profit of $30,- 
000,000 on present price 
of ore. 

8. The Steel Corporation would 
be compelled to pay $700,- 
000,000 in order to obtain 


these deposits. 

2. Plants, mills, fixt- $300,000,000 1. Impossibility of duplicating 
ures, machin- these mills for a less 
ery, equipment, amount. 
tools, and real 2. The mills are necessary to 
estate. make the profits of the cor- 


poration, stated to be at 
the rate of $140,000,000 


per year. 
8. Coaland coke fields $100,000,000 1. Net profits to the corpora- 
(87,589 acres) tion, based on the present 


prices of coal and coke, 
over $12,000,000. 


4, Transportation $80,000,000 1. Cost of duplication. 


properties. after de- 2. Profits of mills increased 
ducting $10,000,000 because of pos- 
340, session of transportation 
of bonded facilities. 
debt. 
5. Blast furnaces. $48,000,000 1. Cost of duplication. 
6. Natural gas fields. $20,000,000 1. Profit of $2,000,000. 
7. Limestone proper- $4,000,000 1. Cost of duplication. 
ties. 2. Profit of $500,000. 
8. Cash and cash as- $214,278,000 1. Cash assets valued at cost. 


sets. 


Mr. Schwab employs two leading principles in valuing 
these assets,—(1) cost of duplication and (2) profits de- 
rived from their possession. Of his estimate of $140,000,000 
as the earnings of the corporation, $54,500,000 is directly 
accounted for by the savings on ore, coal and coke, trans- 
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portation, limestone, and natural gas. The direct profits 
of the mills easily make up the remainder. 

Mr. Schwab’s affidavit was supplemented by the affi- 
davits of other officials. Mr. Elbert H. Gary, chairman 
of the Finance Committee, testified that the “intrinsic 
value” of the properties, as set forth by Mr. Schwab, were 
true and conservative. Mr. James Gayley, first vice-pres- 
ident, and in general charge of the mining and transporta- 
tion of raw material, stated in his affidavit that the ore 
properties of the corporation were not only the most ex- 
tensive known, but were of such high grade and quality as 
to make them specially suited to the production of the 
best quality of iron and steel; and:—‘‘that investiga- 
tions have demonstrated that the deposits of this region 
are practically circumscribed as to quality, and that, if any 
new deposits are to be found, it will undoubtedly be at 
points which are much further removed from sites suited 
to the economical manufacture and distribution of prod- 
uct,” and, further, “that they could not be duplicated or 
reproduced at any price.” 

President Lynch, of the Frick Coke Company, supported 
Mr. Schwab’s statement by the assertion that the 315,000,- 
000 tons of coking coal still contained in the Connellsville 
basin were worth, on a profit of 50 cents per ton,—75 cents 
below the profit then being made,—$157,500,000. Presi- 
dent James H. Reed of the Pittsburg, Bessemer & Lake 
Erie Railroad Company, in perhaps the most carefully 
worded affidavit of the series, affirmed that the cost of the 
transportation properties of the corporation, after deduct- 
ing the amount of their bonded debt, was approximately 
$50,000,000, and that their cost of duplication would be 
far in excess of this amount, since in many cases it would 
be impossible to duplicate these facilities. The final affi- 
davit as to the value of the property was made by William 
J. Filbert, comptroller of the Steel Corporation, who stated 
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that on the basis of the highest prices reached for the two 
stocks, the total market value of all the corporation’s se- 
curities was $1,149,014,932. 

The defendants were also at considerable pains to con- 
trovert the statements, sworn to in the Carnegie-Frick liti- 
gation of 1900, that $75,600,000 represented a “full, fair, 
and accurate valuation of the Carnegie Steel Company’s 
assets.” James J. Campbell, auditor and assistant secre- 
tary of the Carnegie Company, in his affidavit, demolished 
the truth of the statement made by the defendants in Frick 
v. The Carnegie Steel Company. He showed that all the 
properties of the Carnegie Steel Company had been carried 
on the books for many years at the original costs, and 
that no allowance had ever been made for the money ex- 
pended on them for improvements, which in some instances 
far exceed the original outlay. The question at issue in the 
Frick-Carnegie litigation, said Mr. Campbell, did not con- 
cern the actual value of the Carnegie Company’s property, 
but merely involved the basis of settling for the interests 
of deceased or withdrawing partners. Mr. Schwab also 
took the same ground in his affidavit: “It was claimed 
in such litigation, and such was the fact, that the book 
value did not represent the actual value of the properties. 
Under the terms of the agreement to which Mr. Frick 
was a party, it was provided that the book value should 
determine the interests of the several associates, and the 
controversy between Mr. Frick, on the one hand, and Mr. 
Carnegie and his associates, on the other, was as to 
whether this nominal book value should control, or the 
actual value, which Mr. Frick alleged to be in excess of 
$250,000,000.”’ 

The defendants did not stop with estimates of present 
valuation. They accepted the standard of business prob- 
ability which the complainants claimed should be applied 
to determine the value of the Steel Corporation’s assets, 
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and asserted that, in their judgment, the earnings of the 
Steel Corporation would never fall so low as to endanger 
the interest on the second mortgage bonds. As a matter 
of record, these predictions should be preserved. 

Mr. Schwab stated that, if the conversion plan were 
carried through, the fixed charges of the corporation—he 
makes no allowance for depreciation—would be $31,737,- 
850. The earnings of the corporation were then more than 
four and one-half times this amount, leaving a margin of 
75 per cent. above the danger of bankruptcy. “The most 
careful investigation,’ said Mr. Schwab, “was made at 
the time the board of directors voted to recommend the 
issue of $250,000,000 of second mortgage bonds, to deter- 
mine whether, under any reasonable possible conditions, 
the earnings of the Steel Corporation would be reduced 
below the total fixed charges of $31,737,850. The unani- 
mous opinion of the officers and directors who had a life- 
time of experience in the business was that, under no con- 
ditions of the iron and steel trade or of business depression, 
was there any reasonable likelihood that the earning ca- 
pacity of these vast properties would be reduced to any 
such extent.” This part of Mr. Schwab’s affidavit was re- 
peated in almost identical terms by Mr. Gary, who stated 
that the board of directors was unanimously of this opin- 
ion. It is unfortunate that these vigorous statements do 
not start from an assumption of at least $60,000,000 of 
fixed charges, for, on Mr. Schwab’s basis of valuation, a 
$30,000,000 charge for depreciation would be none too 
large. 

Under the weight of this mountain of testimony, the 
arguments of the complainants, which they admitted were 
founded on “ez-parte and argumentative affidavits,’’ were 
crushed to the ground. They were forced to admit that 
their part of the case was in a condition far from satis- 
factory, and, in fact, were unable to bring any rebuttal 
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evidence or argument worthy of comment, contenting 
themselves with repeating their original contentions.’ 

Furthermore, the appearance of Mr. Lancaster in the 
case gave the defendants an opportunity to impeach the 
good faith of the suit, which they did not fail to improve. 
As an illustration of the motives which animate the movers 
in these so called “Strike Suits,” of which the case in ques- 
tion is generally considered to be one of the most conspicu- 
ous examples, a portion of the affidavit of Joseph E. Cor- 
rigan, an attorney in the office of Guthrie, Cravath & 
Henderson, may be advantageously presented. Mr. Corri- 
gan stated that on August 15 Mr. Lancaster, on his own 
initiative, made to him and Mr. Guthrie substantially 
the following statement :— 

“That on the third day of July, 1902, a young man 
named Preskauer handed them the business card of the 
law firm of James, Schell & Elkus, and told him that Mr. 
Elkus wanted-to see him at his (Elkus’) office. That he 
at once proceeeded to said office, and there for the first 
time met Mr. Elkus whom he had never known before. 
That he was introduced by Mr. Elkus to David Lamar, 
that said Lamar thereupon talked to him in the presence 
of said Elkus about the United States Steel Corporation’s 
properties and their values, and after some conversation 
said that he desired an affidavit as to the values; that said 
Lancaster did not know and was not told that the affidavit 
was to be used in litigation, and did not observe any title 
of a suit, to what at the time he swore to. That he pro- 
tested that it was impossible for him in so short a time to 
make an affidavit; but that said Lamar said they would 


1Extract from Section VIII. of Brief for Complainants on Appeal: “The 
complainants’ papers at the commencement of this litigation were necessarily 
prepared hastily, and it is obvious that great labor and a long time would be 
required, especially for parties not having access to the books and papers of 
the corporation, to make an inventory of the property, even approximately 
accurate. ... We frankly concede that the record on the question of value is 
not in a satisfactory condition from the complainants’ point of view.” 
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be satisfied with his present impressions, and what he knew 
generally about the steel business; and that they would 
‘give him $100 for the affidavit. Said Lancaster further 
stated that he needed the money, and that, as this was an 
easy way to make $100, he was willing to swear to the 
affidavit, although he did not know that it was to be used 
for, and supposed it was simply for said Lamar’s informa- 
tion, or for some purpose said Lamar had in mind, and that 
he gathered from what Lamar said to him that it was to 
be a guide for investing in stocks. Said Lancaster further 
stated to Mr. Guthrie and myself that, a few days after- 
wards, he for the first time ascertained that his affidavit 
had been used in a suit against the United States Steel 
Corporation. That he went at once and protested to Mr. 
Lamar ... that he had been deceived. Said Lamar there- 
upon agreed to pay him $250 a week and $10,000 when 
they succeeded in making a settlement, which he (Lamar) 
assured Lancaster would not be later than November 1. 
That he made a second affidavit in the suit, for which 
he was paid $400. That he then had a row with Lamar 
over the subject of his compensation, that he threatened 
to expose them all, and that finally Lamar agreed to pay 
him $500, making $1,000 in all, provided said Lancaster 
would execute a general release and sign a letter to the 
effect that he would not disclose to any one what had 
occurred in Mr. Elkus’ office—that he understood from 
what Mr. Lamar and others said in Mr. Elkus’ office that 
they expected to make big money out of the suit, and 
that a number of the suits were in preparation and would 
be brought one after another until a settlement was 
forced.”’* 

The weight of the argument as to the value of the Steel 
Corporation’s assets was plainly with the defendants. 


1 Lancaster, in a supplementary affidavit, denied the correctness of some 
of Mr. Corrigan’s statements, but admits their general correctness, and places 
himself in a generally unfavorable light. 
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Vice-Chancellor Emery supported their contention at 
every point. He stated in his opinion that the certificate 
of value required by the law had been filed by the proper 
officers, and that “upon the affidavits filed there can be 
no question whatever as to their honesty and good faith 
in making this certificate as to value.” This certificate, 
it is true, was not conclusive evidence, but might be shown 
to be false. The proof of its falsity, however, in this case, 
had not been furnished. The affidavits filed by the de- 
fendant company, said the Vice-Chancellor, on this ques- 
tion of the value of the assets, are “full, complete, and 
detailed, and are made by persons entirely familiar with 
the property, or portions of the property, as to whose 
value they affirm. The affidavits as to value filed by 
complainant are, on the other hand, general, vague, and 
made without special knowledge or examination, and the 
credibility of the principal affiant on the part of the 
complainant is seriously impaired by his own admissions 
in his latest affidavit. Upon these affidavits as to value, 
I would not be justified in enjoining the issue of the bonds, 
pending the final hearing.” The Court of Appeals, while 
passing upon the arguments of the complainant, appar- 
ently did not consider the discussion of the value of 
assets of sufficient importance to even refer to it. 

The United States Steel Corporation, in the Hodge suit, 
won a complete victory. Its opponents were not merely 
routed, but the honesty of their motives was seriously 
impugned. The legality, and, so far as the court went in 
this direction, the wisdom of the plan for converting bonds 
into stock, were upheld. The vindication of the defend- 
ants could not have been more complete. 





There is, however, another side to the question. Apart 
from the provisions of the New Jersey corporation act 
which the directors were careful to obey, and aside from 
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the questionable character of the suit, the facts brought 
out by the Berger and Hodge suits constitute a serious 
indictment of the wisdom of the bond conversion plan. 
Surely, at this late day, few will be found to indorse a 
plan to change a dividend requirement on $200,000,000 of 
stock into an interest requirement on $200,000,000 of 
bonds, for no better reason than to save the interest and 
sinking fund charges on an additional $50,000,000 of bonds. 
The mere statement of the plan, which runs directly against 
every recognized canon of corporation finance, is sufficient 
to secure its condemnation. The proposal ignored the 
mortgage lien of the bonds which were to be substituted 
for stock, and the fact that with the issue of the new 
bonds the borrowing capacity of the corporation would 
be exhausted, for the sake of saving $4,000,000 in divi- 
dend payments, 2 per cent. of the net profits of the 
company in 1902. 

We have become familiar with plans for the conversion 
of bonds into stock where the purpose is to reduce fixed 
charges. Projects for purchasing stock with bonds secured 
by the stock—for example, the purchase of Burlington, 
Jersey Central, and Louisville & Nashville—are not un- 
common. In such cases, the purchasing company can 
apply the dividends on the stock to the payment of 
interest on the new bonds; and the lien, aside from a 
guarantee which can be enforced only with great difficulty, 
is on the stock which the bonds were issued to purchase. 
Such projects have to commend them either the reduction 
of fixed charges, or the gaining control of companies where 
control means a large increase in the earnings of the 
parent corporation. But to propose a conversion scheme 
for no better reason than to reduce dividends in favor of 
interest, is a proposition which has little to commend it. 

Then, too, can the syndicate agreement, when drawn 
from under the healing wings of the stockholders’ approval, 
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stand the test of critical examination? The theory ad- 
vanced by defendants’ counsel, that the amount of the 
syndicate’s compensation should be determined, not by 
the benefit to the corporation, but by the risk of the 
syndicate, would seem to be untenable. Underwriting 
syndicates are usually supposed to guarantee cash. Their 
commission is based upon the amount of cash for which 
they are liable. The maximum commission in the case 
under consideration was 44 per cent. of the cash guaran- 
tee,—an amount out of proportion to the benefit received. 
The argument that it was necessary to sequester a large 
amount of preferred stock in advance of the announcement 
of the conversion plan, because of the practical certainty 
that the announcement would raise the price of the preferred 
stock above par and make conversion undesirable, is singu- 
larly weak. In what manner the placing of $12,500,000 
of interest charges ahead of the preferred stock dividends, 
would advance the value of the latter security, can better 
be imagined than described. The course of the preferred 
stock since the conversion plan was announced offers an 
interesting commentary upon the prescience of the Finance 
Committee. 

Space does not permit an extended examination of 
the methods employed in valuing the assets of the Steel 
Corporation. At the time these affidavits were made, 
there can be no question that, as worded, they deserved 
the high praise awarded them by the Vice-Chancellor, 
of being full, complete, and detailed, and of being made 
in honesty and good faith. In July, 1902, the corporation 
was earning at the rate of $140,000,000 per year; and the 
“present worth” of its assets, which is the plain mean- 
ing of the law, was in excess of $1,400,000,000. If the 
argument of the complainants was to stand, the law should 
have read something as follows: “that no corporation 
shall be permitted to retire its preferred stock by the issue 
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of bonds whose earnings, in the judgment of some com- 
petent tribunal, shall not at all times be adequate to pay 
dividends on the preferred stock.” In such an event, 
however, the question would never have come before the 
court in the course of litigation. It would have been 
definitely settled beforehand. As the law stands, and 
looking only to present value, the adequacy of Steel Cor- 
poration’s assets in July, 1902, to conform to the require- 
ments is evident. 

But what shall be said of the wisdom of the policy which 
accepts such a valuation as a basis for incurring $10,000,- 
000 additional of fixed charges without corresponding 
increase of assets? The fixed charges of the Steel Corpora- 
tion, assuming that the conversion scheme had been a 
complete success, and making adequate allowance for de- 
preciation, would have been at least $70,000,000 per year. 
As they now stand, with only $150,000,000 of preferred 
stock exchanged, they are not far from $65,000,000. Here 
is a necessary reduction in earnings before the limit of fixed 
charges is reached, not of 75 per cent., as stated in the 
directors’ affidavits, but of 50 per cent. There will be 
few persons found, who are in any way conversant with 
the history of the steel trade, to affirm that the earnings 
of any steel corporation could not be reduced one-half by 
a very moderate decline in prices. The Steel Corporation 
averaged a profit of $16 per ton during 1902. It may 
fairly be questioned whether the conditions of competi- 
tion and demand warrant the proposition that a profit 
of $8 per ton can be secured when the trade is at its lowest 
ebb. 

As above remarked, however, while the directors were 
ready to swear to the belief that the profits of the 


1This statement is not based upon official announcements, but upon com- 
mon report at the time the life of the syndicate was extended. If the gap 
between preferred stock and bonds is not closed, there is every reason to 
expect that the operations of the syndicate in purchasing preferred stock for 
retirement, will insure the final success of the plan of commission. 
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Steel Corporation would never be reduced as low as $31,- 
000,000, they included no allowance for depreciation in 
their estimate of fixed charges. Their judgment would 
not, therefore, be impeached, should the earnings of the 
Steel Corporation fall below its fixed charges. If the rule 
be accepted, however—that, in issuing bonds, a corpora- 
tion should always maintain a wide margin between mini- 
mum net earnings and fixed charges,—it is impossible to 
approve a plan to add $12,500,000 to the interest charges 
of the United States Steel Corporation. The fixed charges 
of the company were too high before for entire safety. 
The issue of $250,000,000 of bonds, or even $150,000,000, 
can be described by no other word than unwise. 

The Hodge and Berger suits may have been inspired by 
improper motives, but they have served to call attention 
to certain glaring defects in American corporation law. The 
time has gone by when the determination of great ques- 
tions of corporate policy, involving the welfare of the 
community as well as the interests of stockholders, can 
be safely left to their own judgment. The average stock- 
holder in corporations such as the Steel Corporation 
is incapable of forming a judgment on questions such 
as those under discussion. He is one of a flock of 
sheep who follow first one false shepherd and then another, 
until, inverting the parable, for every sheep that is safely 
folded, ninety-and-nine are hopelessly led astray. He 
invests because he has confidence in some individual. 
Unfortunately, his confidence is frequently misplaced. 
The laws of those States, such as New Jersey, in which 
most large companies are incorporated, give the stock- 
holders abundant protection against directors and officers 
who attempt, by concealment and fraud, to violate their 
trust. These laws, however, give no protection to the 
stockholder against his own ignorance and credulity. 
If the stockholder was the only one to suffer the 
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consequences of his own simplicity, there might be no 
reason for advocating a plan of federal control which 
would compel directors to follow a conservative policy 
in the distribution of earnings and the readjustment of 
capital. But where the history of each day is furnishing 
new evidence that the prosperity of the community is 
jeopardized by reckless financiering, it is plain that the 
people should, for their own protection, take out of the 
hands of stockholders the control of matters with which 
they are incompetent to deal, and by the enactment of 
laws similar to those which regulate the conduct of national 
banks, compel directors to keep at all times within the 
limits of conservatism. 

If the tremendous decline in the securities of the largest 
industrial corporation in the world—a decline which is 
almost without parallel, and which has inflicted heavy 
losses upon tens of thousands of stockholders—shall fur- 
nish the object-lesson necessary to bring the American 
people to their senses upon this question of the necessity 
of rigid federal control of large corporations, the United 
States Steel Corporation will not have lived in vain. 


EpWARD SHERWOOD MEADE. 
Tae University oF PENNSYLVANIA. 








THE REAL CAPITAL CONCEPT. 


Ir is not the purpose of the writer to add another to 
the already long list of conceptions to which economic 
literature has given the name “capital.” It is his judg- 
ment, rather, that there is now in the field a certain con- 
ception that is clearly entitled to and should alone bear 
that name. It is believed that it will conduce to clear 
thinking, mutual understanding, and sound theory to point 
out that conception. To this end the present article has 
been written. 

In a former article’ the writer passed in review the funda- 
mental economic concepts, pointing out certain errors and 
confusions directly traceable to the lack of a clear appre- 
hension of what he called the fundamental economic prin- 
ciple. He showed that only by keeping the fundamental 
and universal dependence of man upon the outside world 
clearly in mind can the basal concepts be defined and the 
relations of men to each other, in so far as they are economic, 
be correctly apprehended. It is essential to note that the 
dependence of man, on the one side, upon his material en- 
vironment, on the other, determines not only the beginning 
and the end of the economic cycle, but gives it direction 
as well. The wants of man’s nature are the motive, the 
satisfaction of those wants is the goal,—the beginning and 
the end of the economic cycle. Further, it has been clearly 
established that the economic cycle embraces, logically, 
two distinct processes. In Professor Clark’s felicitous 
words,’ “Man acts upon nature in the one process; nature on 
man in the other,’—the Production and the Consumption 


1 Quarterly Journal of Economics, vol. xv. pp. 218-253. 
2 The Distribution of Wealth, chap. ii. 
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of economic science. A concrete material article, adapted 
in stuff, form, place, time, and appropriability to satisfy 
a specific want of man’s nature, is, at once, the goal of 
the one process and the starting-point of the other. To 
place at man’s disposal specific material goods that will 
satisfy the wants of his nature—his primary economic 
wants—is, in Professor v. Boéhm-Bawerk’s phrase, “the 
end and aim of all production.’”’ These economic goods 
are very properly called “consumption goods” (Béhm- 
Bawerk),’ primary goods, or “goods of the first order” 
(Menger).? They comprise all economic goods that min- 
ister directly to the wants of man’s nature, whether phys- 
ical, intellectual, esthetic, spiritual, or moral. They em- 
brace, by way of illustration, all articles that contrib- 
ute to man’s physical health, comfort, and convenience, 
such as dwelling-houses, articles of food, articles of cloth- 
ing, house furnishings of all sorts, gymnasia, pleasure 
horses, carriages, bicycles, automobiles, boats, etc.; art 
products, such as pictures, statues, and all articles of or- 
nament and adornment; books, newspapers, periodicals, 
and air products, such as music, speeches, sermons, lectures, 
etc. 

From the standpoint of consumption goods, economic“ 
science has fittingly characterized the productive process 
as direct or indirect,—“roundabout.” By the direct- 
method, man puts forth his labor in such a way that the 
desired article of final consumption “immediately follows 
the expenditure of the labor.’””* Empty-handed, he wrests 
from nature the means of satisfying his wants. This is 
the primitive method. By the indirect method,* on the 
other hand, man directs his labor first towards securing 


1 Kapital und Kapitaizins, vol. ii. p. 15. 


3 Grundsdtze der Volkswirthschaftslehre, chap. i.; “ Zur Theorie des Kap- 
itals,” in Jahrbiicher fiir Nationalékonomie und Statistik, vol. xvii. p. 8. 


8Béhm-Bawerk, Kapital und Kapitailzins, vol.ii.p.15. ‘Ibid., pp. 16, 17. 
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an article which, though incapable of satisfying a want of 
his nature, is still desirable, because with it he can secure 
the article of final consumption,—if attainable at all other- 
wise,—at least with a smaller expenditure of labor than 
he could without it. This “intermediate” article perhaps 
enables him to utilize some power of nature, or to apply 
his own labor to better advantage. The indirect method 
is the method of progress. The goods which satisfy wants 
that grow out of the productive process itself—secondary 
economic wants—belong logically to that process, and are 
appropriately called “production goods” (Béam-Bawerk), 
secondary goods, or “goods of a higher order” (Menger).' 
“Production goods,’ then, comprise, so far as they are 
devoted to the productive process :— 

I. Goods that remain, quantitatively, substantially as 
determined by nature, embracing areas of land and all 
natural agents. 

II. Goods that may be quantitatively increased or di- 
minished, according to the purposeful, “powerful directing 
agency of man.” This groyp comprises the so-called 
“produced means of production,”’ “ artificial instruments,” 
in Professor Taussig’s phrase “inchoate goods,”? the “ag- 
gregate of intermediate products,” as Professor v. Béhm- 
Bawerk® calls them. To this category of “production 
goods”’ belong :— 

1. Improvements on land, so far as these are designed 
to aid in the productive process; for example, dams, drains, 
fences, etc. 

2. Buildings of all sorts for the furtherance of produc- 
tion; for example, workshops, factories, barns, shops, 
streets, railroads, theatres, school-houses, churches, court- 
houses, etc. 


1“ Zur Theorie des Kapitals,” Jahrbiicher fiir Nationalékonomie und Sta- 
tistik, vol. xvii. p. 8. 

. 2Taussig, Wages and Capital, New York, 1896, pp. 36, 37. 
8 Kapital und Kapitaizins, vol. ii. pp. 15-23. 
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3. Tools, machines, and all sorts of productive instru- 
ments and utensils. 

4. Draft animals. 

5. The raw and auxiliary materials of production. 

6. Stocks of consumption goods still in warehouse and 
shop. 

7. Money. 

It is evident that the distinction between production 
goods and consumption goods is fundamental, that the classi- 
fication is comprehensive and the nomenclature scientically 
adequate. All economic goods belong, either logically 
according to their nature or by assignment on the part of 
man, to the one or the other of these two classes. To con- 
found them is to render clear thinking impossible. 

Professor v. Béhm-Bawerk’ has very appropriately 
called production by the indirect method “capitalistic 
production,” as opposed to that method “which goes di- 
rectly at its object.” It is certainly true that the employ- 
ment of “intermediate products” is one of many outward 
manifestations of the existence of capital. Specialization 
is another. These phenomena and many others rest upon 
a commun foundation, which alone makes it possible to 
put a more or less protracted interval between the begin- 
ning and the end of the productive process. Our proposi- 


tion is that the term “capital” should be applied to this __ 


underlying basis of the “roundabout” method of produc- 
tion rather than to any one of its specific outward mani- 
festations. There is little room for doubt that Jevons’ 
had had a glimpse of the essential truth of this proposition 
when he wrote, from the standpoint of the productive 
process, “The single and all-important purpose of capital 
is to enable the laborer to await the result of any long- 
lasting work,—to put an interval between the beginning 
and the end of an enterprise.” 


1 Kapital und Kapitalzins, 1884, 1889, vol. ii. p. 21. 
2 The Theory of Political Economy, London and New York, 1891, p. 214. 
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Let us ask ourselves directly, What is this underlying 
basis of “capitalistic production” that seems so clearly 
entitled to bear the name “capital”? The answer might 
be made in the words of Professor Hearn:' “If there were 
no accumulated fund upon which the laborer could rely, 
no man could remain for a single day exclusively engaged 
in any other occupation than those which relate to the 
supply of his primary wants.” But, to make the answer 

+ more direct, it is surplus wealth as a possession: capital is 
surplus wealth as a possession. Without it there could be 
no tools, machinery, factories, dams, workshops, and im- 
provements on land; there could be no specialization, with 
all its marvellous increase of productive power; there could 
be no leisure, no science, no purposeful employment of the 
power forces of nature; there could be no borrowing and 
loaning; man would be still engaged in a hand-to-hand 
struggle with nature for the bare necessaries of life. In 
short, there would be barbarism, with no possibility of 
progress. It is capital, in the sense of surplus wealth as a 
possession, that places man in a condition favorable to 
progress, and enables him to secure the means of improve- 
ment. The primary agencies in production remain to-day, 
as in the beginning, man and nature. Yet capital, in the 
sense of surplus wealth as a possession, has enabled man to 
acquire such a knowledge of and command over his own 
powers and the forces of nature, such a prerequisite has 
it become to every industrial undertaking, that economists 
have been led to recognize it as a distinct factor in pro- 
duction, co-ordinate with man and nature. 

The definition of capital as a fund of surplus wealth as 
@ possession reveals at once that capital and wealth are 

1 not synonymous terms. Wealth is the broader, capital 

the narrower, of the two concepts. Unfortunately, it is 

' necessary here to explain what is meant by wealth. The 
1 Plutology, London, 1864, p. 140. 





~- 


THE REAL CAPITAL CONCEPT 59 


writer has elsewhere’ traced the evolution of the wealth 
concept. He has pointed out that the term “wealth” 
has always signified the relative weal-relation of the in- 
dividual to his material environment; that it meant’ orig- 
inally a condition of relative well-being, but came to be 
used in time, by a transfer of meaning, to signify that 
which creates the condition; that when the productive 
process was individualistic, when there was no organiza- 
tion and no exchange of products, a person’s wealth sig- 
nified the economic goods he owned, roughly estimated 
for the purpose of comparison in terms of area, weight, 
or number, while to-day, with a social productive process, 
a system of exchanges, and a money economy, a person’s 
wealth signifies no longer the concrete economic goods, 
but, rather, the quantum of social value he owns, and is 
always expressible in terms of money. It is practically 
necessary in estimating a person’s wealth, then, to have 
an inventory of all the economic goods he owns, and to 
add to the carefully determined social value of the same 
the amount of all good claims and to subtract the amount 
of all debts. The terms “property,” “assets,” “liabilities,” 
and “wealth” designate well-defined and familiar phenom- 
ena in practical life and in jurisprudence. 

To return now to our definition of capital as surplus 
wealth as a possession, it is evident that the capital concept 
has undergone an evolution parallel with that of the wealth 
concept. When a person’s wealth signified, as it did in 
primitive times, the aggregate of the economic goods that 


1 Annals of American Academy of Political and Social Science, vol. i. 
PP. 615-634; Quarterly Journal of Economics, vol. xv. pp. 237-242. 

The term “ wealth,” far from being the “ popular expression for goods the 
exact valuation of which is not stated,” always implies measurement and 
exact statement in terms of the unit of value. This is the concept which 
the term signifies, when used in the strictest accordance with etymology 
and popular speech. The writer has emphasized in an article in the Quar- 
terly Journal of Economics, vol. xv. pp. 237-242, in the interest of sound 
theory, the importance of retaining the two conceptions of wealth and eco- 
nomic goods,—the one abstract and the other concrete. See article by Pro- 
fessor Fetter in Quarterly Journal of Economics, vol. xv. pp. 42-45. 
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belonged to him, roughly estimated for the purpose of 
comparison in terms of area, weight, or number, capital 
in the sense of surplus wealth as a possession signified an 
accumulated store of goods over and above what was re- 
quired for the satisfaction of current wants. The store 
of dried fish that Walker’s primitive fisherman takes out 
into the hills to live upon while he constructs a boat is an 
illustration in point. The distinction is made between the 
store and the dried fish that the man requires for current 
consumption. The fisherman’s wealth includes both; his 
capital, only the former. Dried fish as they are applied, 
day by day, to the satisfaction of current wants vanish; 
but the store does not disappear, if the man has been in- 
dustrious as a boat-builder. When the fish are gone, the 
store still exists in the form of a boat. But to-day, with 
a social productive process, a system of exchanges, and a 
money economy, when a person’s wealth consists not in 
the economic goods, but, rather, in the quantum of social 
value he owns, his capital in the sense of surplus wealth 
as a possession signifies a surplus quantum of social value 
expressible in terms of money. Our definition, then, is 
as follows: capital is surplus wealth as a possession, expressi- 
ble in terms of money. 

It is evident that a person may have wealth and not, 
at the same time, possess capital. In that case he must 
have lived from hand to mouth, must have expended his 
income currently as he received it, has accumulated no 
surplus. To have capital, as John Stuart Mill’ would 
put it, he must have consumed less than he produced 
or produced more than he consumed. A person’s wealth 
is the total quantum of social value that belongs to him; 
while his capital is what is left after deducting the amount 
required for current consumption. Employing the term 
in this sense, it is evident that “saving, self-denial and 

1 Principles of Political Economy, vol. i. chap. v. §4. 
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abstinence,” are factors in capital-building. Capital orig- 
inates in a surplus: it grows through surplus accumulation. 
There is no mystery about the origin and growth of capital. 
It is naturally easier for some men to accumulate capital 
than for others. It is easier for the man of large pro- 


ductive capacity and large self-control than for the man of - 


small productive capacity and small self-control. It is 
easier, other things remaining the same, for the man of 
foresight than for the improvident, for the selfish man 
than for the generous, for the unmarried man than for the 
married, for the man of small family than for the man of 
large family. Some men seem to have a genius for capital- 
building; while others are, seemingly, utterly devoid of 
capacity in that direction. There is no monopoly of cap- 
ital-building: the opportunity is open to every man who 
is capable of meeting the conditions. 

It is important here to emphasize the fact that capital 
according to our conception is not money, though it is 
always expressible in terms of money. A portion of one’s 


capital or all of it, for that matter, may be momentarily ~ 


in the form of money. Ask a business man, How much 
capital have you? his answer may be, I have fifty thou- 
sand dollars: it will certainly be in terms of money, 
though he may not possess at the time one dollar in actual 
coin. 

It is equally important to note that capital, according 
to our conception, is not land, buildings, machines, ma- 
terials, or workshops. The distinction between a thing 
and its value must be kept always in mind. Capital 
is not a concrete material article. Specific economic goods 
—a McCormick reaper and binder, for example—cannot 
be expressed in dollars and cents. Economic goods may 
serve as an investment for capital, but they are not capital. 
By way of illustration, take a given horse: its value is 
five hundred dollars, its weight two thousand pounds, 


_ 
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its height seventeen hands. Who would say that the 
horse and its weight or its height or its value were one 
and the same thing? As the weight of a horse is the meas- 
ure of one physical property, and the height of another, 
so the value is the measure of the economic quality of 
effective utility. Capital, then, is a fund of value,— 
surplus wealth as a possession,—and not a material product 
or an aggregate of such products. 

The writer firmly believes that he has found the real 
capital concept, and in support of this claim would call 
attention to the following considerations :— 

1. The conception capital in the sense of surplus wealth 
as a possession, expressible in terms of money, is the com- 
mon practical conception of capital. 

This is a fact of prime importance. Economic science 
treats of the business world. Its terms are largely terms 
of popular speech. The scientific concepts to which 
these terms are applied should be determined, it seems 
hardly necessary to observe, by the analysis of the corre- 
sponding popular notions. Otherwise, our science will 
arouse distrust in and be unintelligible to the popular 
mind. In popular speech, capital signifies a loan fund: 
the capitalist is the man who possesses loanable wealth; 
or, in the words of popular speech, “the capitalist is the 
man who has money at interest or money to loan.” It 
is clear that no man can have a loan fund or loanable 
wealth, or, in popular phraseology, “money to loan” or 
“money at interest,’ unless he is the owner of surplus 
wealth, as we have defined it. 

Further, in popular speech, capital is always expressed 
in terms of money. Ask a merchant, a manufacturer, 
or a banker, What is your capital? the answer will invari- 
ably be in terms of money. A man or a company, to go 
into business, must have a certain amount of capital. 
The amount is always given in terms of money. 
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Again, in business life, interest is the peculiar form of 
income which attaches to capital. The capitalist alone 
is entitled to interest, and the law recognizes and pro- 
tects his right. The owner of buildings, machines, work- 
shops, and materials, is not, as such, either economically 
or legally entitled to interest. Only the owner of the 
invested fund of capital expressed in terms of money can 
economically claim interest, and the law recognizes the 
claim. Interest is always expressed as a percentage upon 
a fund of value. To quote Professor Clark,’ “It has no 
reference to the form in which the capital is invested: 
a thousand dollars per annum is interest on twenty thou- 
sand, whether that larger sum be, for the moment, invested 
in ships, farms, or merchandise.’”’ The peculiar form of 
income which the owner of concrete instruments—whether 
land, buildings, or machines—is economically entitled to 
is called, in the business world, rent; and, again, the law 
recognizes his title. It often and indeed commonly hap- 
pens, in these days of credit transactions, that the owner 
of the capital is not at the same time the owner of the 
instruments in which his capital is invested: he may not 
own a foot of land, a building, or an implement. He 
loans his capital to another, who invests it in land, build- 
ings, and machines, and stands before the law as the owner 
of these instruments. While the former (the capitalist) is 
economically and legally entitled to interest,—the earnings 
of capital,—the latter (the business owner) is entitled to 
rent,—the earnings of instruments. It is one of the hope- 
ful indications that economic science is coming into closer 
touch with the practical world, that economists to-day 
no longer limit the term “rent” to the earnings of land, 
but have extended it to the earnings of all concrete instru- 
ments. Has not the time come to restrict the applica- 


1 Capital and its Earnings, Publications of American Economic Associa- 
tion, vol. iii. p. 106. 
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tion of the term “capital” to the conception of surplus 
wealth as a possession, expressible in terms of money, 
thus bringing our science still further into harmony with 
actual business life? 

The position of Professor Carver,’ that value measure- 
ments are in reality measurements of the instruments, and 
that “the instruments are the capital, and the amount of 
value in them is not the capital,” seems to the writer to 
be entirely disproved by the discriminations of practical 
business life. The aggregate of specific production goods 
of varied technical character is not a sum, but an inven- 
tory. On the other hand, simple addition may be applied 
to the value of such goods if expressed in a common de- 
nominator. A sum of production goods of varied techni- 
cal character is meaningless. One cannot jumble together 
bushels of wheat, sacks of wool, tons of coal, barrels of 
gasoline, and electric motors, and express the result by 
a single figure. 

2. Etymology appears to show that our conception of cap- 
ital is the true one, and is clearly entitled to bear the name. 

It is now sufficiently well known that the word “ capital” 
was used in ancient and medizval times in the abstract 
sense. It signified a fund of value, a quantity of surplus 
wealth. It was spoken of in terms of money, as a capital 
of so many pounds, louis d’or, florins, and what not. It 
brought before the mind, not a picture of a heap of coin, 
or of buildings, tools, materials, or finished goods, but 
rather a picture of a certain purchasing power, a certain 
command over commodities in general. It was exactly 
what we think of in practical life to-day when we are told 
that a corporation has a capital of a million dollars. It 
seems to be clearly established’ that the term “capital’’ 


1“Clark’s Distribution of Wealth,” Quarterly Journal of Economics, vol. 
XV. pp. 587-592. 

*Knies, Das Geld, Heidelberg, 1873, pp. 6-7; Béhm-Bawerk, Kapital und 
Kapitaizins, vol. ii. (1889) p. 23; Irving Fisher, ‘* What is Capital?” Economie 
Journal, vol. vi. p. 517. 
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has come down to us, through the medieval capitale, from 
the Latin caput; that it signified originally the principal 
of a money loan, as distinguished from the interest. The 
capitalis pars debiti was the principal of a debt. It was 
that part which it was of vital or “capital” importance 
to preserve intact, as opposed to interest which might be 
spent with impunity. Now a loan fund is essentially 
nothing more nor less than surplus wealth as a possession. 
He who possesses surplus wealth has a fund that he can 
loan. Money was, and still is, the most convenient form 
in which a loan could be effected. The nature of capital 
is fundamentally the same, whether it be made the basis 
of a credit transaction or be applied directly to production. 
The specific use to which it may be put does not affect its 
real character. 

The prohibition of interest by the church authorities 
and the Canon Law led to the discovery that the interest- 
bearing power of money lay in the earning capacity of 
the things bought with it. It was believed that the man 
who loaned money virtually loaned tools, materials, ete. ~~ 
This idea is brought out clearly by Hume’ in his essay on 
Interest. The English word “capital” and its Continental 
equivalents retained essentially the medizval signification 
down to the time of Turgot. Yet there is evidence as early, 
at least, as the middle of the seventeenth century that 
the total value of a merchant’s estate expressed in terms 
of money, as distinguished from the “wares,” “commod- 
ities,” or “parcels” in which it is contained, was some- 
times called a capital.? There was manifestly a tendency 
to extend the conception of capital beyond the bounds of 
the principal of a money loan. 

3 Our conception of surplus wealth as a possession is 


1 Essays, Moral, Political, and Literary, vol. i. pp. 321, 322. 


2Gerard de Malynes, Consuetudo vel Lex Mercatoria, or The Ancient Law 
Merchant, London, 1656, Part Second, chap. xx. pp. 241-250. 
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clearly entitled to be called capital according to the four 
leading principles which Professor v. Béhm-Bawerk, who 
regards the capital controversy as essentially one of ter- 
minology, lays down to be observed in such cases. These 
principles are formulated as follows :’— 


First, and chiefly, it is self-evident that the construction of the 
proposed conception must be logically unassailable; that is, it must 
not contradict itself and must cover the object which it is proposed 
to define. 

Then there should be no waste of terminology; that is, the name 
“capital” should not be applied as a synonym to a conception 
already named. 

Third, the selected conception must, further, be scientifically 


important and fruitful. 
And finally, fourth, the name “capital” must be left for that 
conception for which it has been longest and most generally used. 


The application of these principles to the conception 
under consideration leaves no doubt as to its claim to the 
name “capital.” The construction of the conception cer- 
tainly does not contradict itself, and adequately covers the 
object which it is proposed to define; there is no waste of 
terminology in applying the name “capital” to this con- 
cept; the concept is scientifically important and fruitful; 
and, finally, it is the conception which has been longest 
and most generally called capital. Says Professor Clark,?— 

This abstract conception of capital is employed in business a 
hundred times where the concrete conception is employed once. 
For the purposes of a scientific study of modern problems, it is 
the primary notion of capital. ... The actual practice of eco- 
nomic science has been to first define capital in the concrete and 
then, in the problems connected with it, to tacitly substitute again 
and again the abstract conception. 

Every careful student of the literature of capital can tes- 
tify to the truth of this indictment that hangs over our 


1 Kapital und Kapitalzins, vol. ii. (1889) p. 38. 
2 Capital and its Earnings, Publications of American Economic Associa- 
tion, vol. iii. pp. 11-12. 
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science. Even Professor v. Bohm-Bawerk is not free from 
the charge, Professor Fetter’s well-founded criticism of 
Professor v. Béhm-Bawerk’s treatment of capital is 


that, while defining capital as if it could be spoken of without 
reference to value or the use of value expressions, he employs a 
value concept almost entirely in his reasoning on the interest prob- 
lem. He makes a shift without being conscious of it.' 


Although the idea of surplus wealth as a possession, ex- 
pressible in terms of money, clearly underlies the ancient 
and medieval conception of capital, Turgot was the first 
economist to give it full and conscious recognition.” He 
not only made it his conception of capital, but gave it a 
place in the literature of economic science. In Section 59 
of his Réflexions sur la Formation et la Distribution des 
Richessés he expresses himself as follows: — 


Whoever either from the revenue of his land, or from the wages 
of his labor or of his industry, receives each year more value than 
he needs to spend, can place this surplus in reserve and accumulate 
it: these accumulated values [valeurs accumulées] are what is called 
capital.’ ... It is a matter of absolute indifference whether this 
sum of values, or this capital, consists in a mass of metal or any- 
thing else, since money represents every kind of value, just as 
every kind of value represents money. 


Again he says in Section 100:— 


In fact, almost all savings are made in nothing but money. It 
is in money that the revenues are paid to the proprietors, that the 
advances and the profits return to entrepreneurs of every kind: 
it is therefore from money that they save, and the annual increase 


1** Recent Discussion of the Capital Concept,” Quarterly Journal of 
Economics, vol. xv. p. 40. 


2 Professor Taussig says of Turgot’s theory of capital that it “may justly 
be called the first modern discussion of the subject.” Wages and Capital, 
p. 127. 

8 Professors Knies and v. Béhm-Bawerk have seemingly misinterpreted 
Turgot’s definition of capital. They translate it as diese angehiuften 
Giiter. Knies, Das Geld, p. 9; Bohm-Bawerk, Kapital und Kapitalzins, 
vol. ii. p. 24. 
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of capital takes place in money; but none of the entrepreneurs 
make any other use of it than to convert it immediately into the 
different kinds of articles upon which their undertaking depends. 
Thus this money returns to circulation, and the greater part of 
capital exists in articles of different kinds. 


Capital, then, according to Turgot, is surplus wealth 
as a possession, expressible in terms of money: it does 
not embrace all wealth, but only a portion of it; it is not 
money, but is expressed in terms of money; it is the result 
of saving, and money is the form in which it is accumu- 
lated. Though it may be loaned at interest, it has other 
uses. Turgot’ enumerates and comments upon five 
different uses to which capital may be profitably put. 
It may be invested in land, in agricultural undertakings, 
in industrial or manufacturing undertakings, in commer- 
cial undertakings, or it may be loaned at interest. Thus 
capital, according to Turgot, finds investment in all kinds 
of production goods comprised under land and the “aggre- 
gate of intermediate products”; but it is to be found also 
in those consumption goods? which last for some time, 
while they admit of being used,—durable consumption 
goods. The use—usance—of such goods is the article 
of current consumption; while the good itself represents 
an investment of capital. Turgot mentions dwelling- 
houses, furniture, jewels, plate, paintings, and statues. 
It is not necessary to own such articles in order to have 
the want satisfaction which their use affords. Turgot’s 
position is unassailable. It is evident that he who owns 


~ no capital, in the sense of surplus wealth as a possession, 


and cannot borrow, cannot own a house, a horse, a piano 
or an automobile; but he may be able to pay currently 
for the use—usance—of these things, and his wants may 
be as well satisfied as they would be in case he were the 


1 Réflexions sur la Formation et la Distribution des Richesses, §§ 59-89. 
2Ibid., $91. 
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owner. He who owns, free from debt, a house worth 
five thousand dollars, has five thousand dollars capital 
according to Turgot’s conception, whether he himself 
consumes the usance of the house or sells it to another. 
He who owns, free from debt, a piano worth five hundred 
dollars has a capital of five hundred dollars, whether he 
uses the piano for his own pleasure or as a teacher, or rents 
it to another. It is a matter of indifference to what use 
the concrete article may be put: if it lasts for some time 
while it admits of being used, its value is capital, in the 
sense of surplus wealth, to the owner, and may be loaned 
or consumed or reinvested at his pleasure. When Turgot 
speaks of capital as a “mass of values saved and accumu- 
lated” or as “a sum of money,’’* there can be no doubt 
of hismeaning. Surplus wealth as a possession, expressible 
in terms of money, irrespective of what it may be invested 
in, is capital. He correctly speaks of capital, in this sense, 
as “the indispensable foundation of every undertaking.” ” 
It takes its place by the side of man and nature as a dis- 
tinct agency in production, has revolutionized the pro- 
ductive process, given it its name, and opened up bound- 
less possibilities of progress. 

The side-tracking of the Turgot capital concept by 
Adam Smith, and the substitution upon the main track 
of economic discussion of a brand-new concept, were fraught 
with serious consequences for the theory of capital. Per- 
haps the most unfortunate feature of Adam Smith’s treat- 
ment is the apparent assumption that the thing which 
in political economy is called capital is not open to ques- 
tion, so that all one has to do is to declare that this and 
this is capital. The idea of a surplus, which with Turgot 
was the fundamental characteristic of the capital concept, 
becomes with Adam Smith the distinguishing feature of 


1 Réflexions sur la Formation et la Distribution des Richesses, § 68. 
2Ibid., § 71. 
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“stock.” Yet the two concepts were by no means identi- 
cal. While Turgot’s capital was a fund of surplus wealth, 
expressible in terms of money, Adam Smith’s “stock” 
is an accumulation of concrete goods. In other words, 
Turgot’s capital is invested in Adam Smith’s stock. But, 
with Adam Smith, “stock” and capital are not synony- 
mous terms: on the contrary, a man’s stock is 


distinguished into two parts, That part which, he expects, is 
to afford him his revenue, is called his capital. The other is that 
which supplies his immediate consumption, and which consists 
either, first, in that portion of his whole stock which was originally 
reserved for this purpose; or, secondly, of his revenue from what- 
ever source derived, as it gradually comes in; or, thirdly, in such 
things as had been purchased by either of these in former years, 
and which are not yet entirely consumed, such as a stock of clothes, 
household furniture, and the like.* 


According to this, Adam Smith’s conception of capital 
comprises a category of concrete goods, and is based upon 
a distinction between goods designed for the purpose of 
acquisition and those reserved for personal consumption. 
He immediately shifts his position, however, and marks 
off, on the basis of productivity, a smaller category of 
goods—production goods—which he thinks especially 
entitled to be called capital,—national capital,—and thus 
excludes a long list of goods which have an income-earn- 
ing power, on the ground that they “cannot yield any 
to the public, nor serve in the function of a capital to it, 
and the revenue of the whole body of people can never 
be in the smallest degree increased” by them, though 
they may yield a revenue to their owner. After thus 
placing especial emphasis upon productivity as a charac- 
teristic of capital, Adam Smith proceeds to specify the dif- 
ferent kinds of production goods which as fixed and cir- 
culating capital belong to the category of capital. 


1 Wealth of Nations, vol. i. Book II. chap. i. 
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The assumption by so commanding an authority as the 
“father of political economy,” first, that capital consists 
of a category of concrete goods, and, second, that the ac- 
quisition of income or productivity is the decisive ele- 
ment in the capital concept, is the historical source of the 
disagreements, confusions, and logomachies that followed. 
A false trend was given to the theory of capital. Jevons 
might “protest against deference to any man, whether 
John Stuart Mill or Adam Smith or Aristotle, being al- 
lowed to check inquiry”;* but he was unable to throw off 
the spell. As the assumption that wages are paid out 
of capital turned the discussion of wages from the right 
track, so the assumption that capital consists of a cate- 
gory of concrete economic goods devoted to acquisition 
or, more specifically, to production has vitiated the dis- 
cussion of capital. The main purpose of Adam Smith’s 
successors seemed to be to determine what goods belong 
to the category of capital and what do not. From time 
to time the discussion seemed to focus upon certain points, 
which remain still centres of controversy. The following 
will be recognized as such:— 

1. Are “the acquired and useful abilities of all the in- 
habitants or members of society” capital, on the ground 
stated by Adam Smith,? that “the acquisition of such 
talents . . . always costs a real expense, which is a capital 
fixed and realized, as it were, in his [the laborer’s] person’”’? 
If so, then J. B. Say and John Stuart Mill are right, that 
the laborer* himself is an investment of capital, and Roscher, 
that the state‘ is capital; and the fundamental and uni- 
versal economic principle of the dependence of man, on 


1Jevons, The Theory of Political Economy, London and New York, 1891, 
pp. 270-275. 

2 Wealth of Nations, vol. i. Book II. chap. i. 

8J. B. Say, Cours Complet d’Economie Politique Pratique, vol. i. p. 316; 
Mill, Essays on Some Unsettled Questions, pp. 87, 88. 

4Roscher, Die Grundlagen der Nationalékonomie, p. 81. 
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the one side, upon his material environment, on the other, 
is obscured, and correct reasoning is rendered impossible. 

2. Are durable consumption goods, like dwelling-houses, 
furniture, pianos, and what not, capital, as Adam Smith 
suggests, in case they are employed as a means of acquir- 
ing an income? If so, Professor v. Béhm-Bawerk’s con- 
ception of capital in the broader sense—“private or 
acquisitive capital” —is correct, though it ignores the fun- 
damental distinction between consumption goods and pro- 
duction goods, separates the like and brings together under 
one category the unlike, compelling us to say, as Professor 
Fetter has put it,— 


that a thing becomes capital or ceases to be capital not because 
of any change in its physical or economic nature, not because it 
is more or less serviceable to the community, not because the use 
to which it is put is altered, but simply because the man who owns 
it does or does not happen to be the one who enjoys that use." 


3. Shall land be included under the category of capital, 
as Hermann’ proposes, on the ground of its being “a good 
which continues to exist while it yields an income” and 
occupies the “first place among goods that are necessary 
to production’”’? 

Adam Smith did not so include it, and the majority of 
writers since have followed in his footsteps. Professor 
Menger*® has, however, clearly shown that its exclusion 
was arbitrary. It grew out of an attempt, not to find a 
scientific definition of the concept, but rather to give the 
name “capital” to the third requisite of production in the 
triad of “land, labor, and capital,’ corresponding to the 
third form of income from production in the triad of “rent 


1 Fetter, “Recent Discussion of the Capital Concept,” Quarterly Journal 
of Economics, vol. xv. p. 23. 


2 Staatswirthschaftliche Untersuchungen, Miinchen, 1832, p. 48. 


8 Zur Theorie des Kapitals,” Conrad’s Jahrbiicher fiir Nationalékonomie 
und Statistik, vol. li. pp, 11-29. 
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of land,” “wages of labor,’ and “interest on capital.’’ 
Land, though belonging to the category of production 
goods, was excluded from capital, ostensibly, on the ground 
of its origin. It is described as a “gift of nature,” while 
capital comprises only those goods which are “products” 
of labor. Definitions were framed, accordingly, for the 
express purpose of excluding land, as, for example: cap- 
ital comprises the “produced means of production,” the 
“aggregate of intermediate products” (B6hm-Bawerk), “ar- 
tificial instruments of production” as opposed to “nat- 
ural instruments.’’ On the other hand, it has been clearly 
demonstrated that these definitions do not logically exclude 
land. If labor when applied to wood or iron creates a 
“product,”’ why does it not equally create a “product” 
when applied to land? Yet economists attempt to dis- 
tinguish between land and “improvements on land,” ex- 
cluding the former from the category of capital on the 
ground that it is not a “product,” though they make no 
attempt to distinguish between wood or iron and the im- 
provements upon them. 

4, Again, “is there any capital that is simply a fund for 
the maintenance of labor”’? 

He who defines capital as a category of “production 
goods,”—“instruments of production,’—such as tools, 
machines, buildings, and raw materials, cannot logically 
enumerate, as a form of capital, the “food of the laborer.”’ 
Yet “subsistence” is represented as the earliest form of 
capital, co-ordinate with tools and materials which come 
later. Though it has been repeatedly pointed out that 
articles of food are consumption goods, and can therefore, 
in no proper sense, be regarded as “instruments of pro- 
duction,” yet, with a persistence that would not be put 
down, a long succession of economists, beginning with 
Adam Smith and including the most distinguished names— 
English, French, German, American—in economic liter- 
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ature, have continued even down to the present day to 
regard a “fund for the maintenance of labor” as a form of 
capital, Yet even here the instincts of men are a guide 
to scientific truth: it is the definition that is wrong. 

A recent writer’ has proposed to “pour oil upon the 
troubled waters” by employing the term “capital” to 
comprise “all commodities in existence at any particular 
instant.” According to Professor Irving Fisher,’ a “full 
view of capital would be afforded by an instantaneous 
photograph of wealth” (economic goods) :— 


It would disclose, not the annual procession of such goods, but 
the members of that procession that had not yet passed off the 
stage of existence, however swiftly they might be moving across 
it. It would show train-loads of meat, eggs, and milk in transit, 
cargoes of fish, spices, and sugar, as well as the contents of private 
pantries, ice-chests, and wine-cellars. Even the supplies on the 
table of the man bolting his dinner would find a place in our flash- 
light picture. So also the clothes in one’s wardrobe or on one’s 
back, the tobacco in a smoker’s pouch or pipe, the oil in the can 
or lamp, are capital. 


This conception certainly has the merit of doing away 
with the futile attempts to classify economic goods into 
capital and non-capital, for it embraces them all indis- 
criminately. It is free from the error of regarding acqui- 
sition or productivity as the decisive element in the cap- 
ital concept. As Professor Fisher* explains :— 


We are no longer called upon to mark off sharp distinctions be- 
tween goods which are “productive” and “unproductive,” “inter- 
mediate” and “enjoyable,” “durable” and “perishable,” for “sup- 
porting laborers” and for “unproductive consumption,” nor are 
we constrained to enter into sophistical disputes as to whether the 
distinction between capital and other wealth (economic goods) 


1Irving Fisher, ‘‘ What is Capital?” Economic Journal, vol. vi. pp. 509 
634; Hadley, Economics, New York, 1896, pp. 5, 6. 

2 Senses of Capital,” Economic Journal, vol. vii. p. 199. Fisher uses the 
term “wealth” in the sense of economic goods. 

3 Economic Journal, vol. vii. pp. 199, 200. 
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lies in “the nature of the goods” or in the “intention in the mind 
of the capitalist,” or whether rented dwellings may be capital 
to society as well as to the owner, cr whether land and natural 
agents can be separated from their improvements. 


But why apply to the so-called “stock” of economic 
goods in existence at a given instant the name capital? 
To this question Professor Fisher has not given a convine- 
ing answer. One excuse the author gives is the “ perpet- 
ual collapse of proposed definitions, which suggests that 
the foundations have not been properly laid.”” He finds,” 
“beginning with Adam Smith, that every definition of 
capital has been erected on the unquestioned assumption 
that the problem was one in the classification of wealth” 
(economic goods). He, therefore, proposes to broaden 
the foundation of the capital concept by making it embrace 
all economic goods in existence at a particular instant of 
time. 

That the distinction between “a stock” and “a flow” 
or “a rate of flow” is an important one, the writer of this 
article does not doubt. But he can find no justification 
in etymology or “in history or in popular and business 
usage” for the application of the term “capital” to such 
“a stock.” The conception is adequately and scien- 
tifically characterized by the phrase, “the existing stock 
of economic goods at an instant of time.” To apply the 
term “capital” to it is not only confusing, but arbitrary 
and wasteful of terminology. 

It is important to note that Professor Fisher’s concep- 
tion of a “stock” is much broader than that of Adam 
Smith. To the latter the idea of a surplus is the funda- 
mental characteristic of stock, while to the former “stock”’ 
comprises all economic goods in existence at a given in- 
stant. To illustrate, while to Adam Smith, on the one 
hand, “stock” corresponds to the pond of water,—the 


1“ What is Capital?” Economic Journal, vol. vi. p. 513. 
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accumulated surplus of the inflow over the outflow,— 
to Professor Fisher, on the other hand, it is the pond 
of water plus the water in the inflowing and outflowing 
streams at an instant of time. Yet, in spite of his defini- 
tion, Professor Fisher unconsciously lapses into Adam 
Smith’s conception of “stock.”” He does this when he 
illustrates that his distinction between a “stock” and 
a “rate of flow” “brings capital into the simplest and 
most intimate relation to interest.”* He says: — 


When a stock of goods or capital is exchanged for a perpetual 
flow of goods or income, the ratio of exchange constitutes the rate 
of interest. If £100 will buy an income of £3 per year or if 100 
tons of beef are worth a perpetual supply of three tons annually, 
the rate of interest is three per cent. per year. * 


What makes it possible, we ask, to exchange £100 for 
an income of £3 per year? Is it simply the fact that £100 
is in “existence at a given instant of time”? Certainly not: 
it is because £100 exists under such conditions that it 
is possible to use it to buy an income. In other words, 
it must exist as a surplus. Again, when Professor Fisher’ 
states that his idea of capital is deeply rooted in the minds 
of economists themselves, and by way of illustration quotes 
from Adam Smith the expression, “By not confining 
his expenses within his income, he [the prodigal] encroaches 
on his capital,’ he has evidently misinterpreted the pas- 
sage. There is no room for doubt that Adam Smith, in 
the above passage, uses the term “capital” in the sense 
of a surplus of some sort. 

Space forbids the multiplication of illustrations. Suf- 
fice it to say that Professor Fisher, in avoiding the error 
of regarding acquisitiveness or productivity as the all- 

1Fisher, “ What is Capital,” Economic Journal, vol. vi. p. 515. 


2“ The Réle of Capital in Economic Theory,” Economic Journal, vol. vii. 
Pp. 537. 
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important characteristic in the capital concept, has pro- 
posed not only to drop from the concept the truly funda- 
mental element,—the idea of a surplus,—but to perpet- 
uate the erroneous assumption of Adam Smith that capital 
consists of concrete economic goods. 

The profound German theorist and critic, the late Pro- 
fessor Karl Knies,* has subjected the controversy which 
grew out of Adam Smith’s discussion of capital to a search- 
ing critique, and brought out prominently the funda- 
mental nature of the capital concept. He showed as con- 
clusively as it is possible to show, admitting the validity 
of Adam Smith’s assumption that capital consists of a 
category of concrete goods, that the fundamental and 
all-important element in the capital concept is the posses- 
sion (Haben) of an accumulated stock of goods. He pointed 
out that men are called capitalists or non-capitalists, large 
capitalists or small capitalists, on the basis simply of the 
possession of a stock of goods, and without reference to the 
particular way the goods are used; that the same man 
may own a herd of cattle on one day, houses on the next, 
on the third sums of money, and an art gallery on the 
fourth, and each day be a capitalist. It seems unaccount- 
able that Professor Knies did not discover the error of Adam 
Smith’s assumption, as in these days of credit transac- 
tions men are not accounted capitalists at all on the basis 
simply of the possession of a stock of goods. The posses- 
sion of a fund of surplus wealth expressible in terms of 
money is, rather, the decisive element. With convinc- 
ing logic, admitting again the validity of his assumption, 
Professor Knies asserts that the conception of a stock of 
goods as a possession should be investigated in all its bear- 
ings and fully understood, apart from and preliminary 
to any specific use to which it may be put. His concep- 
tion of a stock of goods is seemingly identical with that 


1 Das Geld, Berlin, 1873, chap. i. 
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of Adam Smith: it is an accumulated store of goods 
over and above what is required to satisfy current (lau- 
fenden) wants. In other words, i is a@ surplus. With 
profound insight, Professor Knies applies the term “ capi- 
tal” to this fundamental general conception of an ac- 
cumulated stock as a possession, irrespective of the several 
specific ways it may be employed. Well might he ask, 
What right has any economist to claim the name “ capi- 
tal” exclusively for that portion of the stock which is 
devoted to production? The stock may be in the form 
of consumption goods, acquisitive goods, or production 
goods; but, so long as it exists as a stock over and above 
what is required for the satisfaction of current wants, 
it is fundamentally and essentially capital, without re- 
gard to any specific use to which it may be put. 

Professor Knies’s meaning, brought out by his analysis, 
is clear; but he was unfortunate in the phraseology of his 
definition. He defines capital as “the existing stock of 
goods (whether for consumption, acquisition, or produc- 
tion) which is available for the satisfaction of wants in 
the future.” Professor v. Béhm-Bawerk, in his critique 
upon Knies’s capital concept, instead of fairly and broadly 
interpreting the definition in the light of the analysis, has 
taken advantage of a technicality to reduce the distinc- 
tion upon which Professor Knies’s conception is founded 
to an absurdity. He has, as it were, taken Professor 
Knies’s definition out of the context, and made his attack 
upon the use of the word “future.” He represents that 
Professor Knies is apparently contrasting goods available 
for the satisfaction of “future” wants with goods avail- 
able for the satisfaction of “present” wants, and then 
proceeds to show that all goods are for the satisfaction 
of “future” wants, and therefore that Professor Knies’s 
conception of capital is identical with that of economic 
goods. No one can know better than Professor v. Bohm- 
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Bawerk that this interpretation does Professor Knies 
an injustice. The period which lies at the basis of Pro- 
fessor Knies’s capital concept is evidently the “production 
period,” which figures so prominently in Professor v. Béhm- 
Bawerk’s theory of capital. Professor Knies, in his capi- 
tal concept, is not contrasting goods for “present” with 
goods for “future” use, but, rather, goods which are re- 
quired for current consumption during a production period 
with an accumulated stock—a surplus—of goods over and 
above what are required to satisfy current wants. 

Though Professor Knies’s analysis is vitiated by the un- 
questioned acceptance of the validity of Adam Smith’s 
assumption, he came as near attaining the real capital 
concept as is possible on that basis. He saw clearly what 
Adam Smith and his successors did not see, that neither 
acquisitiveness nor productivity is an essential character- 
istic of the capital concept, and that the idea of a surplus 
as a possession is fundamental. 

It has been made sufficiently plain that the true capital 
concept is not to be found in the direction of a category of 
concrete economic goods. It does not come within the 
purpose of the present article to go into the details of the 
fruitless search along that line. Enough has been said to 
show that the way is strewn with capital concepts, some 
broader, some narrower, some emphasizing one character- 
istic, some another, but no one of them capable of com- 
manding general assent. So long as the assumption goes 
unchalienged that capital consists of a category of eco- 
nomic goods, and therefore that the only question to be 
determined is what goods are entitled to belong to the 
category, it is the writer’s conviction that the capital con- 
troversy does not admit of solution. The immediate task, 
then, is clearly indicated; namely, to question Adam 
Smith’s assumption that capital consists of a category of 
concrete goods, and thus consciously to attain the con- 
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ception of surplus wealth as a possession, expressible in 
terms of money, irrespective of the specific uses to which 
it may be put, as distinguished from Professor Knies’s 
conception of an accumulated stock of goods (whether for 
production, acquisition, or consumption) as a possession. 
It is but a step from the one conception to the other; but 
it involves the placing back upon the main track of eco- 
nomic discussion the capital concept that belongs there: 
namely, the real capital concept,—the concept of Turgot. 
Said Adam Smith :— 


Whoever derives his revenue from a fund which is his own must 
draw it either from his labor, from his stock, or from his land. The 
revenue derived from labor is called wages. That derived from 
stock, by the person who manages or employs it, is called profit. 
That derived by the person who does not employ it himself, but 
lends it to another, is called the interest or the use of money. It 
is the compensation which the borrower pays to the lender for the 
profit which he has an opportunity of making by the use of the 
money.’ 


Do we not find in the above passage an unconscious result 
of a fine distinction? It is seemingly intuitively made, as 
in popular speech. The capitalist lends money, while the 
entrepreneur uses “stock.” The capitalist gets pay for 
the use of money; while the entrepreneur is able to make 
the payment by reason of the profit which he derives from 
the materials, machines, tools, etc., that he buys with the 
money. This means that, in the hands of the man whose 
income is derived from loans, capital is treated as a value, 
an abstract quantity of wealth; while in the hands of the 
entrepreneur it is regarded concretely as a mass of com- 
modities that aid production. Had Adam Smith made 
this analysis consciously, and followed it to its logical con- 
clusion, the Turgot capital concept would have been left 
upon the main track of economic discussion there would 


1Wealth of Nations, vol. i. Book I. chap. vi, 
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have ensued no capital controversy, and the way would 
have been prepared for a speedy solution of the problem 
of distribution. 

Economic science, however, was left to grope its way 
to the point of trying to do consciously what Adam Smith, 
in the passage cited, did unconsciously; namely, to dis- 
tinguish between a stock consisting of concrete economic 
goods and a capital consisting of surplus wealth, expressi- 
ble in terms of money. Ricardo’s references to capital 
may be generally construed as indicating the concrete use 
of the term, though in some cases the popular and abstract 
meaning is evidently in the author’s mind. When he 
speaks of “two different trades in which equal capitals 
are employed’’’ or of a “capital of £20,000” ? or says that 
“capital would flow to the most profitable employment,”’* 
he uses the popular and abstract concept. John Stuart 
Mill defines capital as “‘a stock previously accumulated 
of the products of former labor,”’* and then proceeds to 
criticise persons “wholly unused to reflect” for supposing 
that capital is “synonymous with money.” He makes 
no analysis in quest of the idea at the basis of the popular 
supposition. Yet in the same immediate connection he 
approaches the popular conception of capital as a sum 
expressible in money, which is invested in an ever-changing 
list of commodities, and, finally, actually speaks of the 
capital of the country as a “sum of values.” These are 
simply illustrations of what is constantly recurring through- 
out the works of those writers who, like Adam Smith, con- 
sciously define capital as a category of economic goods, 
and unconsciously employ it in the sense of a fund of sur- 
plus wealth, expressible in terms of money. 

It is, however, in accounting for the genesis of capital 


1Ricardo, On the Principles of Political Economy and Tazation, 2d edi- 
tion, 1819, p. 36. 

2Tbid., p. 34. 8Ibid., pp. 38, 39. 

4Mill, Principles of Political Economy, vol. i. chap. iv. §1. 
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that these writers fall into the abstract use of the term 
most frequently. It is customary for them to attribute 
the genesis of capital to “saving,” “self-denial,” “absti- 
nence.” Yet that concrete production goods, like tools, 
machines, and buildings, should originate in saving, is 
of course absurd; that these things, when once made, 
should be saved, and not utilized, is equally absurd. It 
is rather a portion of a man’s income that is “saved,”— 
capitalized—and as a fund of surplus wealth, expressi- 
ble in terms of money, is invested in instruments in place 
of current consumption goods. The instruments perish 
in the using, but their value is “saved.” It is what Pro- 
fessor Clark calls the “unconscious lapse into the abstract 
use of the term”* “capital” that blinds these writers 
to what must otherwise have appeared to them an ab- 
surdity. 

The brilliant French economist, Jean Baptiste Say, 
was perhaps the first, after the publication of the Wealth 
of Nations, to consciously employ the Turgot capital 
concept, which we have shown to be a fund of surplus 
wealth,—expressible in terms of money,—irrespective of 
the specific use to which it may be put. In his Caté- 
chisme, in reply to the question “What is capital?” Say 
answers, “It is an accumulated sum of values.”? This 
must be looked upon as his definition, as Say’s larger 
works, the T'raité and the Cours, simply develop this prop- 
osition. He emphatically says that he does not mean 
by a “sum of values” a “sum of money.” After enumer- 
ating the various prerequisites to production, such as tools, 
machines, implements, raw materials, buildings, money, 
etc., he says it is “the value of all these items’”’ that consti- 
tutes what is called capital. Then he goes on to say that 

1 Capital and its Earnings, Publications of American Economic Associa- 
tion, vol. iii. p. 97. 

Say, Catéchisme d’ Economie Politique, 3d edition Paris, 1826, p. 23. 
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“the capital of a nation is made up of the sum total of 
private capitals,”* and that but a trifling part of it is in- 
vested in the form of money. Capital is expressed in terms 
of money. He explicitly and repeatedly says that capital 
does not comprise material objects. It migrates through 
constantly changing forms of investment, appearing, 
vanishing, reappearing, and at the end of a production 
period it is unimpaired; for “capital consists not in this 
or that commodity or substance, but in its value,”? and 
“notwithstanding its frequent transmutations it is all the 
while the same capital.” Further, Say consistently as- 
cribes the origin and growth of capital to saving,* which 
he characterizes as the rescuing of value from destruc- 
tion in final consumption. The value that comes into 
existence in the process of production must not all be per- 
mitted to go out of existence in the process of consump- 
tion: a portion of it must be accumulated as a surplus. 
The particular form in which value is saved and accumu- 
lated is represented as a matter of indifference: the essen- 
tial thing is that it be saved, that it exist. 

It should be noted, further, that Say does not regard 
it as essential that the “accumulated sum of values” should 
be devoted to production or acquisition, in order to be 
called capital. It may be invested in durable consump- 
tion goods,‘ like houses and furniture, without forfeiting 
the title. In short, the specific use to which it may be 
put is a matter of indifference, so far as its claim to be 
called capital is concerned. It is enough that this “ac- 
cumulated sum of values” exists as a possession. 

It is of course only by an acknowledged metaphor that 
one can speak of “talents,’”’ “acquired abilities,” or the 
“man himself,” as a concrete investment of an “accumu- 

1fay, Cours Complet d’Economie Politique Pratique, vol. i. chap. xi. 


2Ibid., vol. i. chap. x. 8Tbid., vol. i. chap. xiii. 
4Tbid., vol. i. p. 296; vol. iv. pp. 190-192. 
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lated sum of values,” or capital; and, in doing so, Say* 
seems, for the time, to have lost his bearings. With this 
exception, it raay be added that Say, in the main, em- 
ploys the term “capital” in the sense of an “accumulated 
sum of values” invested in material objects. 

The way had not as yet been prepared for the general 
recognition of the Turgot capital concept. The funda- 
mental conceptions must first receive a more profound 
and scientific analysis than had thus far been accorded 
them. 

That the renaissance of economic theory during the past 
twenty-five years, and the searching analyses to which 
the fundamental concepts have been subjected at the 
hands of Professor Karl Knies, the Austrian school, and 
certain American economists, would bear fruit in the 
theory of capital, was of course to be expected. No less 
than three German and two American writers have raised 
the standard of revolt against the concrete capital concept 
of Adam Smith and his disciples, and demand a return 
to the popular and practical concept of business life. It 
remains for us to review this recent movement, which 
seems destined, ultimately, to place the Turgot capital 
concept back upon the main track of economic discussion. 

The small group’ of German writers, who must be re- 
garded as pioneers in this movement, includes the dis- 
tinguished Austrian economist, Professor Carl Menger, 
whose position is clearly outlined in an article published 


1In the writer’s judgment, Say has not received fair treatment at the 
hands of his critics. Bohm-Bawerk does him an injustice in attributing to 
him no less than four contradictory readings of the conception of capital. 


2Richard Hildebrand, Die Theorie des Geldes, Jena, 1883. Hildebrand’s 
definition of capital may be translated as follows: “Capital consists only in 
certain sums of value, available for the purpose of acquisition or already 
actually devoted to acquisitive purposes, no matter in what form they happen 
momentarily and from time to time to be: capital does not consist in certain 
objects of value.” Ludwig Kiihnast, ‘‘ Ueber den rechtlichen Begriff des 
Kapitals,” Beitrége zur Erlauterung des Deutschen Rechts, xxviii. Jahr- 
gang (1884); Carl Menger, ‘Zur Theorie des Kapitals,” Conrad’s Jahrbiicher, 
1888, Band 51, 1-49. 
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in Conrad’s Jahrbiicher in July, 1888. Every careful stu- 
dent of the theory of capital must agree with Professor 
Menger that the return to the real concept (Realbegriff) 
of capital offers the only avenue of escape out of the pre- 
vailing confusion, and that this concept can be found only 
by a study of those phenomena which, in practical busi- 
ness life, bear the name “capital.” Professor Menger 
recognizes in the economic science of the present three 
fundamental conceptions (Grundauffassungen) to which 
the name “capital” has been given. He regards all other 
concepts as varieties or combinations of these three, to 
which alone he confines his critique. These fundamental 
conceptions are: (1) acquisitive goods, as opposed to a 
stock of goods for personal use; (2) inchoate goods, as op- 
posed to consumption goods; (3) “products” devoted to 
further production, as opposed to natural agents and 
labor. He recognizes the scientific importance of these 
conceptions, which have resulted from profound analyses 
of economic phenomena; but he characterizes the appli- 
cation of the term “capital” to them as arbitrary and 
absolutely without justification,—as the very thing which 
can but vitiate their scientific usefulness. Professor 
Menger points out that in practical business life, as well 
as in jurisprudence, the term “capital” is applied to neither 
raw materials nor commodities, nor machines nor build- 
ings, but only to sums of money (Geldbetrage),—not to 
every sum of money, but only to sums of money which 
are devoted to the acquisition of income. He makes it 
clear that the practical business man does not confound 
capital and money, though he always speaks of capital 
in terms of money. The practical man applies the name 
“capital” to (1) sums to be loaned at interest,—in this 
case actual sums of money, as money is the form in which 
loans are made; (2) sums available for the opening of any 
sort of productive undertaking,—here, again, actual sums 
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of money ; (3) the fund of value expressed in terms of money, 
though not in the form of money, but invested, rather, 
in goods of another sort in connection with some indus- 
trial enterprise. The merchant conceives of his stock 
of goods, the manufacturer of his stock of materials, as 
a@ sum of money devoted to the acquisition of income,— 
as a capital. Whenever the practical man thinks of his 
business as an investment of capital, he has always in 
mind a fund of value, expressible in terms of money, and 
not a lot of concrete goods of varied technical character, 
like land, machines, materials, and workshops. 

It is the writer’s judgment that Professor Menger, in 
his analysis of the practical notion of capital in the busi- 
ness world, has laid too much emphasis upon the purpose 
of capital and too little upon its fundamental character, 
and has thus made the real conception narrower than it 
logically is. He leaves the impression that this fund 
of value expressible in terms of money is capital only 
when devoted to the purpose of acquiring an income 
(interest). The inference is that this fund of value, if 
invested by its owner in durable consumption goods, 
is capital so long as these goods are used as a means of 
securing an income expressed as a percentage upon their 
value, but ceases to be capital the moment they are used 
directly to satisfy his personal wants. Does the question 
whether or not a given sum of surplus wealth is capital 
turn upon the use to which it is put? Analysis reveals 
that the very marrow of the practical conception of capi- 
tal is the idea of a surplus as a possession. The man 
who has surplus wealth expressible in terms of money 
has capital. Surplus wealth is capital: it does not first 
become capital the instant its owner decides to devote 
it to some acquisitive purpose. The specific use to which 
the capital is put is a matter of secondary moment, as 
Professor Knies has clearly shown. That it will be put 
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to that use which, in the capitalist’s judgment, will be 
to his best advantage, we may rest assured. It may be 
loaned at interest, or invested in land or machines or mer- 
chant’s stock, or a house either to rent or to be occupied 
by the capitalist, or a stock of provisions or what not; 
or it may lie idle in the form of money, while the capital- 
ist is making up his mind how to invest it,—free capital. 
It may be made to assume each of these states in succession. 
In no case, however, does it cease to be capital until it 
ceases to exist as a surplus. 


The definition of capital as a fund of surplus wealth as 
@ possession, expressible in terms of money, is but the 
logical rounding out of the popular notion, and not a dis- 
tortion of it. It is the legitimate function of analysis in 
economic science to make the vague and indefinite popu- 
lar notion assume the clear and definite outlines of a sci- 
entific concept. Only in this way can popular notions 
be made the guide to scientific truth. With the empha- 
sis placed upon the real nature of capital rather than 
upon its purpose, Professor Menger’s construction of the 
real capital concept would become identical with that of 
Turgot. 

The eminent American economist, Professor John B. 
Clark,’ must also be regarded as a pioneer in the move- 
ment to bring economic science back to the conception 
of capital in practical life. His monograph entitled Cap- 
ital and its Earnings, in which he first outlined his posi- 
tion, appeared in the Publications of the American Eco- 
nomic Association in May, 1888, anticipating Professor 
Menger’s article by about two months. Unfortunately, 

1 Capital and its Earnings, Publications of American Economic Associa- 
tion, 1888, vol. iii. pp. 89-149; ‘*The Genesis of Capital,” 1893, Yale Review, 
vol. ii. pp. 302-315; ‘‘The Origin of Interest,” 1895, Quarterly Journal of Eco- 


nomics, vol. ix. pp. 257-278; ‘Real Issues concerning Interest,” 1895, Quarterly 
Journal of Economics, vol. x. pp. 98-102; The Distribution of Wealth, 1900. 
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Professor Clark’s treatment of the subject, owing to a 
careless use of terms, lacks the definiteness that a scientific 
treatise should have. Janus-like, he seems to be looking 
at the same time back to the concrete capital concept of 
Adam Smith and his followers and forward in the direc- 
tion of the common, practical conception of business life. 
He began by contrasting the two conceptions, calling the 
former “concrete capital” and the latter “abstract, or pure 
capital.” In his later work, entitled The Distribution of 
Wealth, he calls the former concept “capital goods,’’ and the 
latter simply “capital.” This change in terminology would 
seem to indicate a growth in the writer’s own thought, 
yet the designation “capital goods” betrays a reluctance 
still to cut loose from classical moorings. One would 
reasonably expect, however, to find the common, practical 
concept clearly defined, and the simple term “capital”’ 
consistently applied to it. Yet this is not the case. No- 
where has Professor Clark attempted anything like formal 
definition of the capital concept; has perhaps consciously 
and purposely avoided it. At best he has given us only 
descriptions, leaving the reader to formulate his own 
definitions. For all that, one is hardly prepared for what 
he finds. The ninth chapter of The Distribution of Wealth 
bears the caption “Capital and Capital-goods Contrasted.”’ 
The second paragraph of this chapter opens as follows: 
“Capital consists of instruments of production, and these 
are always concrete and material. This fact is fundamental.” 
The Italics are not his. If this is capital, one finds him- 
self asking, What can “capital-goods” mean? At first, 
one is constrained to think there must have been a mis- 
print: the writer must have meant “capital-goods.” Yet 
the marginal topic, “Capital always concrete and material,’’* 
would seem to indicate otherwise. The mystery increases 
as one reads further :— 


1 The Distribution of Wealth, p. 116. 
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The most distinctive single fact about what we have termed 
capital is the fact of permanence. It lasts; and it must last if in- 
dustry is to be successful. ... Yet you must destroy “capital- 
goods” in order not to fail. ... “Capital-goods” not only may go 
to destruction, but must be destroyed, if industry is to be success- 
ful; and they must do so, in order that capital may last.’ 


The reader is given shortly to understand that by “capital- 
goods” concrete material instruments are meant, like land, 
machines, materials, workshops, etc.,—exactly the kind 
of things he had but just described capital to consist of; 
while capital does not consist in material things at all, 
but in a fund of value expressible in terms of money, though 
not actually embodied in money. 

At times the contrast between capital and “capital- 
goods”’ is brought out in strong relief and the issue clearly 
drawn, as when “the common and practical conception 
of capital as a permanent fund of wealth, expressible in 
money,—though not actually embodied in money,’’—is 
set over against “the conception of concrete goods, dis- 
tinguishable from others by reason of the place that they 
occupy in the order of industrial phenomena.’’? But 
when again emphasis is repeatedly laid upon the fact that 
capital is always “embodied” in “capital-goods,” and 
should not be thought of apart from its material embodi- 
ment, that “it is not an abstraction, but a material en- 
tity,” it seems as though, in the author’s thought, the 
two conceptions had merged into one and capital had be- 
come, as Professor Carver* puts it in his critique, simply 
the quantitative measure of “capital-goods.” 


1 The Distribution of Wealth, p.117. Professor Clark’s discussion of capi- 
tal is still further befogged by a loose use of the term “ wealth,” which he 
defines as concrete goods “ objective to the user, material, useful, and appro- 
priable,” and then employs in an entirely different sense, that of a quantum 
of value expressible in terms of money,— leaving the reader to take the mean 
ing of the term from the context. See Quarterly Journal of Economics, vol. 
XV. pp. 240-242. 

2“*Genesis of Capital,” Yale Review, vol. ii. p. 306. 


8 Quarterly Journal of Economics, vol. xv. p. 590. 
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One is brought inevitably to the conclusion that, after 
all, the real obscurity in Professor Clark’s analysis is directly 
traceable to the use of the term “capital-goods.”” Why 
call production goods, comprising land, machines, mate- 
rials, workshops, merchant’s stock, and what not, “capi- 
tal-goods”? Is it because these things have been errone- 
ously called capital in economic literature? Manifestly 
not, as in that case they have forfeited their claim to the 
title, and Professor Clark has repeatedly said and implied 
as much. It must be, then, because production goods 
are always, in the author’s thought, the embodiment of 
capital. 

The question at once arises, Is Professor Clark’s con- 
ception of capital, then, the “common and practical one’’? 
Does the business man conceive of capital as a fund of 
wealth expressible in terms of money, though not embod- 
ied in money, but embodied, rather, in production goods? 
Evidently, that, and more. Capital, as the business man 
conceives it, is, to be sure, expressible in terms of money; 
but it comprises the whole fund of surplus wealth as a 
possession, in whatever form it may happen, momentarily, 
to be. It may be in the form of durable consumption 
goods, a stock of perishable consumption goods, or actual 
money, as well as in production goods. A construction 
of the capital concept, which would limit it to a specific 
use like production, is manifestly arbitrary, and utterly 
without justification in etymology or popular usage. As 
already said, the construction of the common and practi- 
cal concept of capital must take cognizance of the real 
nature of the economic phenomenon to which in practical 
life that name is given rather than any specific purpose 
to which a portion of capital may momentarily—or per- 
manently, for that matter—be applied. 

It may be that Professor Clark did not purpose, in any 
of his published works, to give a complete analysis of the 
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“common and practical concept of capital.” It may 
have been his intention merely to bring out clearly the 
nature of that concept in one particular direction; namely, 
production. In that case it must be acknowledged that 
his method is a faulty one, and has been the occasion of 
much misunderstanding and fruitiess discussion. If the 
brilliant discussion which the publication of Professor v. 
Bohm-Bawerk’s Kapital wnd Kapitalzins provoked has 
proved anything conclusively, it is certainly this: that 
the definition of the nature and limits of the capital con- 
cept is a prerequisite to a correct theory of interest. Our 
analysis has revealed that capital is an individual concept, 
though it works socially. Social capital is a misnomer, 
as Professor Menger has shown. A correct theory of in- 
terest must explain the earnings of capital in the sense of 
surplus wealth as a possession, and not simply of a par- 
ticular portion of it. Is it too much to hope that the com- 
mon and practical concept of capital here presented may 
be conducive to the attainment of such a theory? 

In an able and suggestive critical review of “Recent 
Discussion of the Capital Concept,” Professor Fetter’ has 
presented “a restatement of the capital concept,’ which 
to the writer of this article seems utterly illogical and yet 
not altogether devoid of significance to the movement 
under consideration. Professor Fetter clearly belongs to 
the revolt against the capital concept of Adam Smith and 
his successors, and has come into touch with the common 
and practical concept, in so far as he has been led to adopt 
the money form of expression for capital. In his endeavor 
to avoid, on the one side, the danger of “over-abstrac- 
tion” ? with which he charges Professor Clark, and, on the 
other, the embarrassment of having two capital concepts 


1“ Recent Discussion of the Capital Concept,” Quarterly Journal of Eco- 
nomics, vol. xv. pp. 1-45. 


2 Quarterly Journal of Economics, vol. xv. p. 9. 
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for which he criticises Professor v. Bohm-Bawerk, he de- 
cided that “in the capital concept must be united both 
the thought of concrete things and that of their value.” * 
The avowed’ purpose is to bring the competing concepts— 
on the one side, that capital consists of concrete goods, and, 
on the other, that it consists of the value of goods—into 
harmony by uniting them into a single concept. 

The attempt certainly has all the charm of novelty. The 
following serves as a preliminary definition: “Capital is 
an aspect of material things, or, better, it consists of ma- 
terial things considered in one aspect,—their market value.” * 
Professor Fetter then introduces the term “wealth,” and, 
after defining it arbitrarily as synonymous with economic 
goods, restates his definition of capital in terms of wealth. 





Wealth and capital fhe says] consist of precisely the same 
things. Wealth is the popular expression for goods the exact val- 
uation of which is not stated. Capital is merely the ordinary 
market value expression of wealth. ... Capital is economic wealth 
(goods) whose quantity is expressed in a general unit of value.‘ 


These extracts from Professor Fetter’s article clearly 
reveal the impracticability of the task undertaken. It is 
logically impossible to define capital, at the same time, 
both in terms of concrete goods and value; for the two 
conceptions are not identical, the two terms are not synony- 
mous. Economic goods and value are two fundamentally 
distinct conceptions. Were that not the case, Professor 
Fetter would hardly have found, in economic literature, 
the two competing conceptions of capital which he pro- 
poses to harmonize. A specific concrete thing, then, can- 
not be measured and expressed in terms of an abstract 
unit of value. Only value can be quantitatively expressed 
in terms of a unit of value. If capital, then. is commonly 


1 Quarterly Journal of Economics, vol. xv. p. 40. 21bid., p. 44. 
SIbid., p. 41. 4Ibid., pp. 42-44. 
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expressed quantitatively in terms of a unit of value, must 
not capital be a sum of value—an abstraction, if you will— 
rather than a specific concrete good or a group of such 
goods? We have here all the parts of a syllogism, as fol- 
lows :— 

Major premise.—A quantum of value is, alone, expressible 
in terms of a unit of value. 

Minor premise.—In a money economy, capital is quan- 
titatively expressible in terms of a unit of value. 

Conclusion.—In a money economy, capital is a quantum 
of value. 

Professor Fetter is, then, logically constrained either to 
choose between the two concepts or to retain them both, 
as two fundamentally distinct conceptions. To call them 
both by the same name does not make them identical, but 
only creates confusion, as Professor Fetter’s article has 
clearly shown. Would it not manifestly conduce to clear 
thinking and sound theory to call the concrete concept 
production goods and the abstract concept capital ? 

Unfortunately, Professor Fetter’s discussion is vitiated 
by the assumption of a standpoint which, to the writer, 
seems arbitrary and purely academic. He proposes to 
ignore a fundamental distinction in actual life, which has 
become the basis of the two main logical divisions of eco- 
nomic science; namely, Production and Consumption. For 
him consumption does not exist as a distinct process, co- 
ordinate with the process of production. The line of de- 
marcation between them vanishes, and with it the classi- 
fication of economic goods into “consumption goods” and 
“production goods.” With the merging of the two proc- 
esses into one continuous productive process, the two 
classes of economic goods become merged into one all- 
embracing category of “production goods.” Satisfac- 
tions are regarded as the only true product, and are to 
be called “economic goods.” Economic goods—all of 
. ‘ \ 
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them production goods—are to be called wealth, and 
become capital “either singly or in groups,” when their 
value is expressed in a general unit of value. To eat one’s 
dinner is to produce, as eating is but the final stage in the 
productive process: the articles of food upon the table are 
production goods, and, when expressed quantitatively in 
terms of a general unit of value, are capital. What a per- 
version of economic science, whose purpose it is, in Pro- 
fessor v. Béhm-Bawerk’s phrase, “to hold up the mirror 
to the world of reality”’! 

The results of our inquiry may now be summarized,— 
both the positive conclusions reached in the first part of 
the article and the outcome of the historical and critical 
discussion, in the second part. 

In order to prepare the way for the analysis of the real 
capital concept, attention was called to the fundamental 
distinction between “consumption goods” and “ produc- 
tion goods,” and to the contrast between the direct method 
of production and the indirect method, to which Professor 
v. Bohm-Bawerk has given the name “capitalistic pro- 
duction.” 

Then the proposition was advanced that the name “ cap- 
ital” rightfully belongs to the underlying basis of capital- 
istic production rather than to any specific outward mani- 
festation of it. This was found to be surplus wealth as a 
possession, expressible—in a money economy—in terms 
of money. 

Substantial grounds were then given for the belief that 
the conception of surplus wealth as a possession is clearly 
entitled to be called capital, namely: first, it is the common 
and practical conception of capital; second, the concept is 
etymologically entitled to the name; and, third, its claim 
to the name is substantiated by the principles laid down 
by Professor v. Bohm-Bawerk for such cases. 

It was then pointed out that Turgot was historically 
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the first economist to apply the term “capital’’ to the 
conception of surplus wealth as a possession, expressible 
in terms of money, irrespective of the technical goods in 
which it might, momentarily, be invested and of the spe- 
cific use to which it might be put. 

It was next shown that Adam Smith introduced into 
economic science a brand-new capital concept. He as- 
sumed, first, that capital consists of concrete goods, and, 
second, that the specific use to which they are put is vital 
to the conception, and thus introduced a fruitless con- 
troversy as to the scope of the capital concept. In this 
controversy the fundamental conception of a surplus as 
a possession was lost sight of completely, until Professor 
Karl Knies called attention to its fundamental character 
and made it the basis of his definition of capital, showing 
that the specific use to which goods may be put is a matter 
of only secondary importance. 

It was now pointed out that the next task was to bring 
economic science to consciously conceive of this surplus 
as a fund of value as a possession, expressible in terms 
of money, as distinguished from a “stock” of concrete 
goods. 

Though all economists were in the habit of unconsciously 
using the term “capital” in the abstract sense, and Say 
did so consciously, no persistent effort was made to press 
upon economic science the claims of the abstract concep- 
tion, until the renaissance of economic theory had both 
prepared the way for and demonstrated the necessity of 
a deeper analysis of the capital concept. 

In the remaining portion of the article it was shown 
that Professors Menger, Clark, and Fetter, in presenting 
the claims of the value concept, have fallen into the error 
of Adam Smith and his successors, in emphasizing the 
purpose—whether of acquisition or production—as vital 
to the concept itself. They do not seem to have consciously 
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grasped the conception of surplus wealth as a possession, 
expressible in terms of money, irrespective of any specific 
use to which it may be put. 

This is the real capital concept. This article has been 
written to direct attention, as its title indicates, to the 
name “capital.” It is believed that the cause of sound 
economic theory will be best served by reserving the name 
“capital ” exclusively for this conception. 

CHarLes A, TUTTLE. 
Wasash CoLLecs, 
CRAWFORDSVILLE, INDIANA. 
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BRANCH BANKING FOR THE WEST AND 
SOUTH. 


In a country of such rapid development as the United 
States undesirable conditions sometimes disappear before 
the remedies of economists can be applied. The patient 
recovers before the prescription is filled. Half a dozen years 
ago the West and South were complaining of inadequate 
credit and exchange facilities. Money was scarce. Banks 
were declared to be, and actually were, too few, two small, 
and too weak. These conditions have now greatly improved. 
In the West, at least, prosperity has already lessened com- 
plaint. Harvests, except in one year, have been good. 
New banks have been organized; and Western banks have 
not only handled the crops without borrowing in the East,— 
an unprecedented feat,—but they are now lending to the 
East on the New York Stock Exchange. 

Writers had agreed that the lack of credit facilities could 
be supplied by branch banks, each issuing currency on the 
assets and credit of the parent bank and all the branches. 
Such a system seemed ideally adapted to a growing and 
developing region. In fact, the currency principle involved, 
the issue of notes without the pledge of particular assets, 
is generally accepted. The American Bankers’ Association 
declared last year for greater elasticity than our currency 
now has; and elasticity was understood to involve assets 
currency, as above outlined.’ 

Branch banking, however, has always been opposed by 
country bankers, especially, perhaps, by Western bankers. 
They have denied that a system of branch banking could 
furnish additional facilities; and they have almost unani- 
mously insisted that, even if it could, such a system would 
still be undesirable on personal, political, economic, and 
philosophical grounds. Indeed, since the great prosperity 


1 Proceedings of the American Bankers’ Association, 1902. 
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of the last few years, many bankers have even denied that 
additional facilities are needed, claiming that, if there ever 
was excuse for branch banking, it no longer exists. 

Questions of fact and questions of theory are thus pre- 
sented. The evidence and arguments of the bankers will 
be considered in this paper, to determine whether the effort 
to introduce branch banking should continue. 

Something of what the bankers say may be passed over. 
It is, for instance, unnecessary to show again that branch 
banking would be a safe system. The contrary opinion is 
largely the outgrowth of the failures of ante-bellum banks. 
As to that, the truth, of course, is that wildcat banks failed, 
not because of branches and notes, but on account of ad- 
verse economic conditions or bad management, or both- 
The branch system of banking, indeed, has elements of 
safety that independent banks lack. Greater safety inspires 
greater confidence; and the branch system, enabled by the 
confidence reposed in it to collect idle funds thoroughly, 
can distribute them wisely and economically. Greater 
ability can usually be obtained by a large institution than 
by a small one, and one banking office will unhesitatingly 
send help to another office of the same bank, when a city 
bank might refuse to help an independent country corre- 
spondent. 

The peculiar advantages of branch banking, however, have 
been well summarized in a recent issue of this Journal. 
Little need be added now to Dr. Sprague’s adequate résumé 
in the February number. “Superiority in respect to safety, 
economy, the equalization of rates for loans,” may be re- 
garded as proved, and attention may be directed to points 
where the knowledge and experience of bankers give their 
statements weight. The relative merits of independent 
banking would cease to be a pressing question, of course, 
if Western bankers were found correct in declaring Western 
banking facilities now sufficient as::they are. Not that this 
would be conclusive, even if it weretrue. If branch banking 
is correct in principle and safe and beneficial in application, 
is it wise to defer its adoption until financial reverses shall 








TABLE I. 
THE ORGANIZATION OF BANKS IN THE WEST. 




































































Number of State and private banks converted to, or reorganized as, 
national banks Their national banks. Gein in Gain in 
eennized capital. of banks,| 7 
to Oct. 31, 1902. Period. Number. Capital. about 
Missouri . 16 $1,725,000 March 14, 1900, to Oct. 31, 1902 10 $1,242,000 6 $483,000 
Kamsas ... 32 1,265,000 March 14, 1900, to Sept. 1, 1902 25 660,000 7 605,000 
South Dakota . 26 700,000 | June 30, 1900, to June 30, 1902 8 89,0002 18 611,000 
North Dakota . 36 930,000 | Not ascertained 
Oklahoma 59 1,740,000 | March 14, 1900, to Oct. 31, 1902 82 193,766 27 1,546,234 
State banks organized. ee ag State and private. 
Period. Number. Capital. Number.| Capital. Number. Capital. 
Missouri. . . | March 14, 1900, to Oct. 31, 1902 100 $1,820,000 15 $99,000 115 $1,919,000° 
Kansas . . . | Sept. 1, 1900, to Sept. 1, 1902 117 1,175,600 117 1,175,600 
South Dakota. | June 30, 1900, to June 30, 1902 _ — -_ _ 824 389,243? 
North Dakota. | Feb. 13, 1900, to April 30, 1902 352 289,900? 35? 289,900? 
Oklahoma . . | Sept. 1, 1900, to Nov. 1, 1902 153 1,200,000* 153 1,200,000* 
1Includes lus of two banks. One bank omitted. 2 Net increase in two years. 


4Report of public examiner does not in every case show whether State or private. 
5 Does not include 10 trust companies with $5,954,200 capital. 





8 Partly estimated. 
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again have demonstrated the weakness of the present sys- 
tem? 

But is the declaration true? 

It is supported with statistics of recent bank organiza- 
tions. It appears, for instance, that in Missouri, Kansas, 
the Dakotas, and Oklahoma there were organized in a period 
of two years, or in some cases a few months more, one hun- 
dred and sixty-nine national hanks with $6,360,000 capital 
and about five hundred State and private banks with $4,900,- 
000 capital.’ Many of the national banks, it is true, were 
reorganizations or conversions of State and private banks, 
and there were a few failures and liquidations to offset against 
the increase in State banks. It is clear, however, that bank- 
ing facilities are being rapidly extended. This is evidence to 
support the declaration that Western banking facilities are 
adequate; but it is not quite proof, though so esteemed. 
“All sections of this country have abundant banking facil- 
ities,” said a Kansas speaker at the Interstate Bankers’ 
Convention last year; “and, if there is any locality that has 
been overlooked, will some gentleman hold up his hand, and 
we will agree to send him some one who wants a banking 
location within the next thirty days.’’* 

Testimony to the sufficiency of Western banking facil- 
ities is, however, not unanimous. There has been official 
dissent, based upon the allegation that many banks have 
been organized with inadequate capital, and that others 
have been organized where not even the legal minimum of 
capital can be profitably employed in banking. 

In 1900 the public examiner of South Dakota recom- 
mended the repeal of a provision of the banking act of that 
State permitting “the organization and establishment of 
banks in towns of less than five hundred inhabitants with 
a less capital than five thousand dollars, upon depositing 
with the Secretary of State a bond in the penal sum of ten 
thousand dollars conditioned for the security of depositors 
and creditors.” This provision, he said,* “is full of danger 


1See Table L., on preceding page. 
2 Proceedings of the Kansas Bankers’ Association, 1902, p. 74. 
8 Fourth Biennial Report of the Public Examiner, p. 111. 
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to the small communities of the State, and, in the judgment 
of the examiner, should be repealed without delay.” It was 
in fact omitted from the new South Dakota banking law, 
which went into effect July 1, 1903. 

In his report of last September the bank commissioner 
of Oklahoma recommends that the minimum of bank cap- 
ital, now $5,000, be raised to $10,000. This recommenda- 
tion is made, he says, “with the firmest conviction that the 
public good will be promoted and that Oklahoma’s banks 
will be better banks, and consequently that the surplus 
balances of the business man and the savings of the farmer 
and the artisan will be safely kept.’’ The legislature has 
adopted the recommendation. 

The bank commissioner of Kansas in his last report’ refers 
to “the organization of many banks with a capital by no 
means in keeping with the business demands of the commu- 
nity in which the bank is located. Ten thousand dollars,” 
he says, “is the minimum amount for which any bank should 
be chartered in this State.” Since then the Kansas legis- 
lature has not only provided that no bank shall be char- 
tered with less capital than $10,000, but it has required 
smaller existing banks to increase capital to $10,000 within 
two years. 

The national bank examiner for Kansas, Mr. James T. 
Bradley, said in an address to the Kansas Bankers’ Asso- 
ciation last year,— 


There are a great many new banks being started in the State, and 
I am very well satisfied: that those banks, in a large number of in- 
stances, are not required by the necessities of the communities in which 
they are started and by the prevailing conditions in the State. 


It seems that those with best opportunities to observe 
are not satisfied with the facilities being furnished by inde- 
pendent banks. It is feared that some banks will have to 
withdraw from business because not required,—because, in 
other words, they cannot be supported; yet there must have 
been some demand for banking facilities where these banks 


1 Page viii. 
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are, or the banks would never have been organized. In 
other cases, banks are found too small to be safe or to per- 
form banking functions adequately; yet the banks have 
been organized to meet real needs, and capital is generally 
as large as can be obtained or as large as can be profitably 
employed. Fifty banks, for instance, of $5,000 capital each, 
were organized in Kansas in the two years covered by the 
commissioner’s last report. It is not to be supposed that 
they were unnecessary or that they could each as well as 
not have had $10,000 capital. In a few cases, perhaps, 
more capital could have been obtained, had the profits ex- 
pected warranted a larger investment. In almost every 
case, however, $5,000 was as much capital as could be 
scraped together. Small capital was necessity, not choice. 
This is shown by the fact that two $5,000 banks are not 
often found in one town. If more than $5,000 capital can 
be got or employed, it is all put into one bank. One Kansas 
bank, for instance, in the period mentioned was organized 
with $5,500 capital. A number had $6,000 and so on, there 
being seventeen in all with capitals over $5,000, yet less 
than $10,000. The effect of the recent changes in the South 
Dakota, Oklahoma, and Kansas statutes will be to diminish 
the organization of new banks; and, if the Kansas provision 
requiring existing banks to increase capital to $10,000 is 
sustained by the courts, a number of points that now have 
banks will lose them. Whether banking facilities are dif- 
fused widely enough or not, it seems that officials who su- 
pervise banks believe that the facilities furnished by the 
smallest banks are inadequate. 

In fact, not all the small banks are able to care for their 
customers unaided even now. The latest bank reports of 
the Missouri River States and Oklahoma show increasing 
amounts of notes rediscounted and money borrowed.’ Bank 
commissioners and examiners do not favor these forms of 
liability, and their attitude towards $5,000 banks is perhaps 
justified by this showing as well as by the great number of 
failures of small banks in 1893 and the succeeding years. 


1Table II., on following page. 





Small banks do serve the public, however, or not so many 
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of them would be demanded and organized. 


Many as there are, however, even of the smallest banks, 
there are still communities that would like banks and can- 


REDISCOUNTS AND BiLus PAYABLE AT VaRIouS DATES 


TABLE II. 


(000 omITTED). 

















MISSOURI. 

State and private. National. Total 
1895 August, 1,291 July, 573 1,864 
1896 August, 715 July, 1,051 1,766 
1897 October, 688 October, 89 TTT 
1898 December, 937 December, 187 1,124 
1899 September, 449 September, 14 463 
1900 December, 330 December, 26 356 
1901 November, 104 December, 10 114 
1902 October, 766 September, 6,022? 6,788 

KANSAS. 

1895 January, 1,122 March, 770 1,892 
1895 April, 734 May, 641 1,375 
1895 July, 687 July, 344 1,031 
1895 December, 1,209 December, 839 2,048 
1896 February, 893 February, 528 1,421 
1896 June, 674 July, 466 1,140 
1896 September, 471 October, 610 1,081 
1897 October, 262 October, 415 677 
1898 July, 275 July, 592 867 
1899 September, 304 September, 76 380 
1900 September, 197 September, 48 245 
1900 December, 170 December, 84 254 
1901 February, 175 February, 83 258 
1901 May, 65 April, 90 155 
1901 September, 42 September, 24 66 
1901 December, 71 December, 15 86 
1902 March, 228 February, 371 599 
1902 June, 327 July, 510 837 
1902 September, 305 September, 164 469 
1902 November, 373 November, 226 599 
1903 March, 426 February, 192 618 

















1 $5,887,000 reported from St. Louis. 
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State and private. National. Total 
1897 June, 185 May, 48 233 
1898 June, 281 July, 89 370 
1899 June, 402 June, 30 432 
1900 June, 646 June, 20 666 
1901 June, 305 July, 35 840 
1902 June, 251 July, 38 289 
1902 December, 313 

NORTH DAKOTA! 
1896 September, 221 September, 299 520 
1895 December, 44 December, 57 101 
1896 Marc 66 February, 179 245 
1896 June, 183 July, 478 661 
1897 July, 196 July, 361 557 
1897 October, 85 October, 120 205 
1897 December, 5 December, — 5 
1898 February, 18 February, = 18 
1898 May, 67 May, 21 88 
1898 July, 275 July, 167 442 
1898 September, 292 September, 228 520 
1898 December, 103 December, 23 126 
1899 February, 69 February, — 69 
1899 April, April, 25 92 
1899 July, 170 June, 185 805 
1899 September, September, 163 870 
1899 December. 655 December, 47 102 
1900 February, 121 February, 81 202 
1900 April, 186 April, 87 273 
1901 July, 553 July, 404 957 
1901 September, 462 September, 293 755 
1901 December, 90 December, 19 109 
1902 February, 88 February, 26 114 
OKLAHOMA. 

1901 March, 6 February, 17 23 
1901 September, 42 September, 64 106 
1902 March, 46 February, 13 59 
1902 June, 114 July, 102 216 
1902 September, 150 September, 149 299 











1The regular expansion of Bills Payable and Rediscounts in North Da- 
kota during the summer and fall reflects borrowing by the banks to obtain 
fands to move the crops. The Canadian banks atso make use of their credit 
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not get them. Many a farmer would be glad to patronize 
a bank in the little village where he receives his mail. The 
village, however, may not be able to invest $5,000 in a bank. 
Perhaps a bank there could not earn dividends on $5,000 if 
the sum could be found. He is therefore obliged to drive 
to a distant banking town at the sacrifice of time needed 
in farm work. This farmer and his neighbors would in 
other countries have access to a bank office nearer home. 
This point was well brought out at the meeting of the 
American Bankers’ Association last year by Mr. Johnston, 
of Milwaukee. In his address on the Scottish Banking 
System he said:— 


To one who has lived in Scotland the lack of banking facilities is 
very marked. This may seem strange, but I know of a great many 
villages in Wisconsin wholly destitute of banking privileges, while vil- 
lages of equal size in Scotland would have one and perhaps two branch 
banks. In Milwaukee County alone I could name three or four small 
towns where there would be branch banks if they were in Scotland. 
The population of Scotland and Ohio are about the same: few people 
will say that Scotland is richer than Ohio, yet the deposits of the banks 
in Scotland are much larger than those of Ohio. In Scotland the banks 
touch the people, not only in the large cities, but ut every cross-roads. 
Every spare dollar in the country finds its way into the banks. I do 
not believe there is a pound note hid away in an old stocking in all 
Scotland. As I have said, the people believe in the banks,—yea, they 
are proud of their banks, and stand by them. The multitude of branch 
banks tends to promote saving; for they pay interest on the smallest 
deposits, and they are nearly at every man’s door.’ 


The claim that banking facilities in the West are sufficient 
cannot be entertained. The evidence offered to support 
the claim tends to establish the contrary. The small banks 
being organized in such number are believed by experts 
not to meet the want they show, and a further want that 
no one attempts to meet is proved by observation of rural 
conditions. 


during the same season, but they issue their notes for circulation instead of 
placing them with particular creditors. The tendency of banks to borrow 
during crop-moving time is not confined to North Dakota, but is not elsewhere 
apparent in the above tables because of infrequency of bank returns, and 
because, where the total borrowings are comparatively small, general ten- 
dencies are obscured by local and accidental variations. 

1 Proceedings of the American Bankers’ Association, 1902, p. 77. 
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The business of a few farmers, combined with the business 
of the general store and the blacksmith shop at the nearest 
village, might support an office of an existing bank, although 
not enough to induce the investment of new capital in a 
bank. An office would require practically no investment 
if the parent bank was already strong, and strength would 
of course be insisted on. An office could be established 
wherever there was a prospect of enough business to pay 
a small salary to a manager. Independent banks of the 
smallest class are conducted by one man alone, and one man 
could manage a branch even more easily. The manager 
would be in perfect touch with other bankers in all parts 
of his district. He would have the advice of a head man- 
ager who wou.d probably be a graduate of just such a branch 
himself. The head office would provide books and supplies. 
Other branches would take surplus cash on occasion, and 
would furnish a supply when needed. Systems of account- 
ing would on the average be simpler. It is safe to say that 
one man could handle the business of a branch even more 
easily than the business of a bank. 

Branches diffuse banking facilities more widely than in- 
dependent banks, because it costs much less to establish 
and run branches. Less business is needed to support 
branches, and they are therefore established in communi- 
ties where independent banks could not live. Of course, 
when our banks are allowed to issue currency on their gen- 
eral assets, branches can be placed in smaller communities 
and more sparsely populated regions than could support 
branches, even if branches might be established now. It 
will then not even be necessary for a branch to obtain de- 
posits in order to be profitable. Branches can lend the 
notes of their own banks, and so make profits where there 
would be no basis in deposits for bank operations now. 

It was supposed by many that the Act of March 14, 1900, 
which reduced the minimum capital for a national bank 
from $50,000 to $25,000, would result in the establishment 
of enough new national banks in the West and South to 
make banking facilities adequate. To those who knew the 
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banking situation in those sections, however, it was obvious 
that no such result could follow. There were already far 
more small banks there than the amended national system 
could furnish. A great many national banks were organ- 
ized, indeed, by October 31, 1900, when the Comptroller of 
the Currency reported; but most of them were only the suc- 
cessors of State or private banks. The net gain in number 
of national banks between March 14 and October 31, 1900, 
in Missouri, Kansas, Nebraska, the Dakotas, and Oklahoma, 
was only twelve,’ and the increase in national bank capital 
was less than a million dollars. There were a few banks, 
perhaps, that would not have been established so soon but 
for the new law. There have been such cases since, but 
the figures assembled in Table I. show no gains in banks 
and banking capital that are not accounted for by the pres- 
ent rapid economic development of these States and of the 
Territory of Oklahoma. Branches, if they had been legal, 
would have been established in still greater numbers. 

In fact, something like branch banking is growing up now. 
A glance through a bank directory of any Western State 
shows the names of several men frequently repeated as 
presidents or vice-presidents of a number of banks. In 
each case the man, or interests represented by him, probably 
contro] the banks of which he is an officer. The banks so 
connected are called a chain. A chain of banks has many 
of the advantages of branch banking. Great ability of 
management is obtained and many economies are intro- 
duced. It might seem, too, that interchange of funds 
could as readily be accomplished; and this, as Dr. Sprague 
points out, is one of the advantages of branch banking. 
Whether it would be safe, however, with separate banks in 
a chain, is doubtful. The largest group of connected banks 
in Kansas, eighteen in number, with $3,500,000 of deposits, 
controlled by interests connected with the largest bank in 
Kansas City, Missouri, does not attempt to interchange 
funds. The manager of this group says:— 


1“ The Effect of the New Currency Law on Banking in the West,” in this 
Journal, February, 1901. 
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We do not allow our banks to swap paper with each other. 

For instance, if the bank at A is short on money and wants to sell 
paper, they must find some outside customers or use their correspond- 
ents. If the banks at B or C are long on cash, they do not take the 
paper from A or other points, but rather go on to the market and buy 
good, high-grade commercial paper. In this way, while one of our 
banks will be selling paper to their correspondents or to banks who 
are buyers of paper, on the other hand, another bank will be buying 
paper on the New York market. 


The manager says that he does not allow swapping paper 
between his banks, because he might later be forced ‘to 
collect from himself.” He fears his system of banks would 
not be extensive enough to carry all its loans in case of 
stringency. He thinks swapping paper might do if his chain 
of banks stretched all over the country, so that its condi- 
tions would always be the average conditions of the coun- 
try; but in a single State he fears that transfer of loans 
from one bank of a chain to another bank might not always 
be safe. Each bank is operated independently, therefore; 
and no attempt is made to safeguard it by distributing the 
risks of its operations upon the group as a whole. 

Perhaps inferior to the branch system in distributing 
funds between bank offices, the common-ownership or 
group-of-banks system is certainly less efficient in reaching 
small communities and thinly populated districts. Even 
with equal ability of management, and with careful econ- 
omy, the latter system cannot go so far as the branch sys- 
tem, because the group must provide additional capital 
for each new office, and the bank with branches need not. 

There exists in the West, then, a deficiency of bank facil- 
ities which recent legislation has done little to supply. Ad- 
ditional, and in some respects better, facilities could be 
provided by branch banks, and a system with some of the 
advantages of branch banks is growing up; but this, the 
group system, is inferior to the branch system in the number 
of bank offices it can provide. 

It has been suggested that the advantage of the branch 
system in diffusing facilities might be neutralized by the 
transfer of most of the deposits of the branches to the head 
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offices. The credit needs of rural districts would then be 
more poorly supplied than now. It would be a short- 
sighted policy, however, to use branches merely to attract 
deposits for the use of the head offices; and it would not 
be a successful policy. The permanence of any bank or 
branch depends, among other things, on its serving its com- 
munity. If this principle were disregarded at any branch, 
some competing bank, as Mr. Horace White points out, 
would drive it out of business with a branch operated in 
conformity with the principle of usefulness.* 

At the beginning of this paper it was stated that, even if 
convinced that the system could furnish additional facil- 
ities, country bankers would still oppose branch banking. 
They fear that branch banking would drive them all out 
of business or would make them mere clerks without author- 
ity or discretion, working under the direction and super- 
vision of head managers in the cities. 

If either of these results would follow the introduction of 
branch banking, it ought not to be legalized, whatever its 
advantages in other ways. The American country banker 
is a personality that cannot be spared. He knows the 
people who visit his bank better than the city banker knows 
those who come to his own, for the country banker is a 
teller as well as a manager. Then, too, the country banker 
is constantly driving over his territory, counting the cattle 
mortgaged to him, observing their condition and estimating 
their weight and selling price. He watches the seeding and 
the harvest, and keeps track of the country’s development 
by the new barbed-wire fences that block his short cuts, 
one by one. He knows his clients in their own homes, 
knows who is wasteful and who is getting ahead. He learns 
the character of the men who are at the beginning of pro- 
duction, and often he makes character and ability the basis 
for bank loans.’ 

1 Proceedings of the Kansas Bankers’ Association, 1902, p. 36. 

2The Western country banker does not even consult the bank directors, 
unless the institution is, for the West, a comparatively large bank. “ He is 


pretty nearly the whole thing,” the bank commissioner of Kansas says. 
This is contrary to the impression conveyed by Dr. Sprague in the February 
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If in place of such a banker there would come a clerk, 
an accountant, or if this banker would be turned into a mere 
clerk himself, referring every application for a loan to the 
head office before he could grant it, the country could not 
afford branch banking. The result would be the deteriora- 
tion of a remarkable class, and, as Dr. Sprague fears, the 
slower development of the United States. 

There is no example of a branch system succeeding a sys- 
tem of independent banks. Branches have elsewhere been 
matters of course. It is conceivable that a large bank might 
establish branches here and there in a deliberate attempt 
to force competing independent banks out of business. 
Such attempts would not often succeed. The advantage 
of position and of public opinion would be with the in- 
dependent banker in such a contest; and his experience 
and ability, just discussed, would help to assure his posi- 
tion. Independent banks compete with branches in Canada, 
frequently on even terms. 

It is not likely that the change to the branch system would 
come all at once or even very rapidly. It seems more prob- 
able that, instead of attacking independent banks, those 
banks that desired to operate branches would buy up an 
independent bank now and then, as terms could be agreed 
upon. The managing officer of the purchased bank would 
probably be the best manager the branch could get. His 
experience and ability could not profitably be discarded. 
Without him it would be difficult for the branch to attract 
deposits, particularly if he entered the field again as a com- 
petitor, and without him the branch could not soon lend 
money safely in profitable volume. 

If retained as branch manager, such a banker would not 
be merely a clerk. The head manager would have to rely, 
and would rely gladly, on the branch manager’s knowledge 
and judgment of local customers and conditions. It seems 
that in Canada branch managers have responsibility as they 
are capable of assuming it. After obtaining a quantity of 


number of this Journal, but Dr. Sprague was writing of banks perhaps one 
size larger than the typical Western country bank. 
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evidence, Professor Cone accepted this as the general Cana- 
dian opinion: “If a branch manager has any ability, he is 
quite independent, as the head office will then give him the 
ropes.””* This is true also in this country of managers of in- 
stitutions linked in chains of banks. The group of Kansas 
banks referred to already is typical. The manager says:— 


We do not have a rigid set of rules for the cashiers to follow. ... We 
do not loan money on rules, nor run the banks on rules, but rather we 
aim to conduct our banks by having a competent man in charge. Not 
only that, but we have local directors, and use their judgment in passing 
upon paper. 


If branches were to be so conducted in this country, there 
would be even closer local scrutiny of loans than now. 

There are probably Canadian banks that do have elaborate 
rules for their branch managers, but most of the managers 
who are held closely to rules are doubtless the beginners in 
management who are stationed at remote points that could 
not support independent banks at all. 

The disappearance of the individuality of the country 
banker would be a calamity, but individuality is not likely 
to disappear under branch banking. It is a commonplace 
that knowledge and executive ability and successful initia- 
tive were never in any business so prized as now. These 
are qualities of country bankers. Their knowledge can 
only increase under a system which avails itself of exact 
knowledge reported from wider fields. Their initiative will 
grow, and not decline; and their influence will be felt not 
only in their own bank offices, but all over the great systems 
of which these offices are parts. Branch banking will make 
the country banker a more important individual than now. 

Accepting the need of more and stronger banking offices, 
which can be supplied by branch banks, and dismissing the 
adverse suggestions hereinbefore considered, it remains to 
consider what form branch banking ought to take. 

Much is to be said for banks with branches all over the 
entire country. This wide distribution of the risks of the 


1 Proceedings of the Kansas Bankers’ Association, 1901, p. 71. 
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business would make for safety. Facilities could be diffused 
adequately, for the economy of large institutions would make 
it profitable to establish branches everywhere. 

The objection to allowing strong banks to establish 
branches without restriction as to location or number is 
that the fears of country bankers, presented above, might 
possibly, not probably, be realized for a time. In the long 
run, country branches would have to be conducted by such 
men as the present country bankers. The introduction of 
branch banking into a system of independent banks being, 
however, without precedents, it is not unreasonable to fear 
that the great city banks would at first use unfair means to 
establish and maintain their branches. It is conceivable that 
they would pay such high interest for deposits. and make 
such low rates for loans, that competing independent bank- 
ers would lose all their customers and have to go out of 
business. If the great banks drove the small banks out, it is 
conceivable that all the deposits of the country branches 
might be carried into the large cities and used there in reck- 
less high-finance. These are the methods and results that 
country bankers expect. This is why they call branch 
banking ‘unpatriotic, un-American, unbusiness-like.’’* 

It has been pointed out above that such results could not 
be permanent, and that such methods could not prevail. 
It is unlikely that such methods would even be attempted, 
but the harm of such an attempt would be so great that 
even its possibility ought to be forestalled. Dr. Sprague 
points out also the possibility that sectional jealousy might 
arise again if the control of several great branch systems 
should go to the East, especially if one or two of these 
systems failed. All these objections together are conclu- 
sive, especially as until their removal bankers will not relax 
their opposition, and it is evident that no legislation for 
branch banking can be enacted over the protest of the 
bankers themselves. 

The general objections to branch banking have already 
been disposed of. These last special objections, some of 


1Resolutions of the Kansas Bankers’ Association, 1902, Proceedings, p. 113. 
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them having to do with mere temporary possibilities, may 
be avoided by providing that no bank shall have offices in 
more than one State. This will limit the usefulness of 
branch banking somewhat; but the considerations of safety, 
economy, ready transfer of funds, equalized interest rates, 
and additional banking facilities will still apply. The coun- 
ties that raise wheat can each fall supply money to the 
counties that raise cattle. Money from corn-fed beef will 
plough and seed the grain fields the next spring; and past- 
ured cattle, marketed from July to October, will provide 
money to move the crops. Branch banking would be in- 
troduced more. slowly with the proposed restriction, and 
perhaps more safely. Certainly, the system cannot now 
be introduced without it. Experience would determine 
whether the restriction could safely be removed. 

On the adoption of assets currency, a reform now confi- 
dently expected within a reasonable time, existing banks 
will contribute somewhat more than now to the develop- 
ment of the country. There will still be many people, how- 
ever, who cannot conveniently reach banks. Some of them 
will continue to go without banking facilities. Others will 
continue to use banks infrequently. If banks are permitted, 
however, not only to issue notes on their own assets, but 
to establish branches, they will place branches close to all 
who need banking facilities. With the machinery of credit 
thus at work in the remotest communities, the development 
of the country will go forward with even greater speed. 


THORNTON COOKE. 
Fiwetity Trust Company, 
Kansas Crry, Missouri, 





THE OUTLOOK FOR CURRENCY LEGISLATION. 


Ir is interesting to observe the efforts being put forth 
looking to such financial legislation as is expected to im- 
prove the existing monetary system, and to note the various 
views that are expressed in that connection. The wide 
differences of opinion among the authorities and leaders as 
to what is the wisest course to pursue renders remedial legis- 
lation very difficult of accomplishment; and the diametri- 
cally opposed views held by the dominant political party 
in each of the two branches of Congress upon some of the 
most vital points involved makes the whole question of 
currency reform a doubtful quantity. :; 

The foremost demands of the money-changers are :— 

(a) For some provision that will introduce the factor of 
elasticity into our currency, so that its volume will expand 
and contract with the varying demands of trade; 

(b) That there shall be made available some basis of se- 
curity for bank-note issue other than the government bonds 
required under the present law, so that such circulation shall 
not depend for its existence and growth upon the continu- 
ance and extension of the public debt ; and 

(c) That the receipts from customs (as well as those from 
internal revenue) shall be deposited with the national banks, 
so as to prevent those periodical contractions which now 
occur through the heavy accumulations of currency in the 
vaults of the Treasury Department; and that the Secretary 
of the Treasury be authorized to accept certain high-class 
bonds (other than governments) as collateral security for 
all or any part of such deposits. 

With many who are actively working for currency reform, 
the most popular suggestion at present is that the national 
banks shall be authorized to issue notes to a certain per- 
centage of their respective capitals without an actual de- 
posit of bonds as collateral security therefor. This charac- 
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ter of note-issue is that which is currently referred to as 
“credit currency” or “‘assets currency” ; 7.e., national bank- 
note circulation based upon the commercial assets of the 
issuing bank. Its advocates claim that the granting of 
such a privilege to the banks would solve the problem and 
present the country with a purely “elastic” currency (some- 
times irreverently referred to as “rubber” currency). There 
is, however, another very strong faction which opposes this 
movement for assets currency, and has promised to confine 
its efforts toward such legislation as will make available 
certain high-grade investment bonds as proper security 
for deposits of public moneys and, possibly, for circulation. 

At the last session of Congress there were no less than 
nine currency bills introduced in the House and two others 
in the Senate. All of these measures aimed to secure an 
expansion of the bank-note currency, some for limited or 
short seasons to meet abnormal demands, and others for 
long periods or indefinitely. While all of the bills provided 
for an expansion of the bank-notes beyond and in addition 
to what is permitted under the present law and (with the 
exception of the Aldrich bill) authorized that such new issue 
might be secured otherwise than by the deposit of United 
States bonds, there was a wide difference of opinion as to 
the limitations and restrictions to be imposed thereon. Sev- 
eral of the measures provided for the deposit of some speci- 
fic collaterals (other than governments) either directly with 
the Treasury Department or through their respective clear- 
ing-house associations, while others authorized note-issue 
based on general assets without any actual deposit of security 
therefor. Almost all of these measures sought to secure 
elasticity in the new issue by influencing the periodical con- 
traction of such circulation,—some by one device and some 
by another. Generally, this was aimed to be brought about 
by either a graduated or a specific tax (somewhat similar 
to that imposed under the system operating in Germany) 
that was expected to make the issues, in whole or in part, 
unprofitable, excepting when a legitimate demand therefor 
would maintain interest rates at a point where there would 
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still be a fair margin of profit in note-issue after paying the 
stipulated tax on outstanding circulation. In several meas- 
ures the circulation of the new notes was restricted to a defi- 
nite period of time, short in duration, under heavy penalty; 
and in others there was provision for the issue of credit cur- 
rency by banks that already maintained a certain large per- 
centage of bond-secured circulation, in this ingenious way 
compelling many banks to increase their bond-secured cur- 
rency and enforcing all of them to maintain a considerable 
amount thereof before they could enjoy the privilege and 
profits of note-issue based on general assets. 

The bills of this latter type probably came the nearest 
to meeting the ideas of Comptroller Ridgely, who considers 
that “the best plan which has been suggested for modifying 
our bank currency is to allow the banks to issue more than 
the par value of the bonds deposited.”’ Both Secretary 
Shaw and Mr. Ridgely favor the imposition of a tax on any 
new issue that, operating similarly to the German system, 
will be sufficiently high to cause its retirement when not 
in urgent demand, and thus prevent a redundancy and secure 
the element of contraction so essential to elasticity. The 
Secretary declares that “a reasonably high rate will certainly 
afford a strong inducement for the banks to retire their cir- 
culation when not actually needed.””* And the Comptroller 
holds that, “‘as the proportion of notes increased, the tax 
should be increased, and the last 10 per cent. should be 
taxed 5 or 6 per cent.” And yet the bill which received 
the unanimous support of the eleven Republican members 
of the House Committee on banking and currency provided 
‘for a very small uniform tax on this form of note-issue. 

It will be remembered that during the currency shortage 
in the autumn of 1902 Secretary Shaw came to the rescue 
at a critical moment. By placing a liberal construction upon 
the wording of the statute touching the character of collat- 
erals that might be accepted as security for deposits of 
public funds with national banks, he released upwards of 


1 Address before Group 8, New York State Bankers’ Association, December 
18, 1902. 
2 Address to Chicago Bankers’ Club, December 20, 1902. 
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$20,000,000 of United States bonds that had been held for 
that purpose, accepting in exchange therefor bonds of coun- 
ties and municipalities, with the tacit understanding, how- 
ever, that the government bonds so released would be used 
by the same banks for the purpose of further note-issue. 
While this action was measurably successful and generally 
regarded as praiseworthy, there was and still is some sharp 
criticism of it, some claiming that it was an undue assump- 
tion of power by the Secretary, an arbitrary construction 
of the meaning of the statute wholly unwarranted, and a 
dangerous precedent, while many others considered that it 
was, at least, an unwise and risky departure from estab- 
lished custom. This critical view of the Secretary’s cour- 
ageous action has been somewhat substantiated, if well 
accredited reports be correct. For, when currency condi- 
tions became easier, the Secretary called upon the banks 
to replace the governments (that had been released in ex- 
change for other securities); but it now appears that they 
have not generally complied with this order, and that sub- 
sequently the Secretary has been moved to suspend his call 
for such substitution. It is the uncertainty as to the Secre- 
tary’s power ‘to control the banks by arbitrary decisions 
and orders, and the fear that at some future time the coun- 
try may be unfortunate in its chief Treasury official, that 
led many to doubt the wisdom of climbing the fence in 
search of new pastures. 

To remove all doubt concerning the Secretary’s power in 
the premises, and for the purpose of still further extending 
that power, the Aldrich bill was introduced in the Senate 
a few days only before the close of the last session. 

This measure provided that the Secretary could deposit 
any part of the public moneys with the national banks, ac- 
cepting as security therefor the bonds of the United States, 
or of any State, or of any county or municipality which had 
not defaulted during the previous ten years and which had 
been duly incorporated for at least twenty-five years, and 
of not less than 50,000 population; and also the first mort- 
gage bonds of any steam railroad that had paid dividends 
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upon all of its stock at the rate of at least 4 per cent. for 
the previous ten years. 

Favorable action upon this bill would have legalized the 
substitution of other collaterals’ for the -$134,000,000 Uhited 
States bonds held as security for government deposits. It 
was expected that a large part of the government bonds so 
released would be used as the basis for further note-issue. 
It would also, under another provision, have made possible 
the transference of the accumulations from customs receipts 
from the vaults of the Treasury Department into the banks, 
and thus into circulation. 

While under the present law the banks pay no interest 
upon government deposits, this bill provided that they 
should pay interest thereon at a rate of not less than 14 
per cent. Another provision authorized the Panama Canal 
bonds, when issued, to be accepted as security for note-issue. 

This bill fairly represented the views of the financial re- 
formers in the Senate. It was strongly urged and given 
the right-of-way until the day before the close of the ses- 
sion. At that time it became evident that it could not be 
brought to a vote, and so debate thereon was reluctantly 
discontinued. There is, however, every indication that the 
Republican leaders in the Senate will earnestly renew their 
efforts at an early date for legislation of this character. It 
was unfortunate that this very important measure was 
not introduced several months previously, so as to admit 
of full discussion and allow sufficient time for such amend- 
ment as might have been deemed wise. 

The main criticisms of the bill were: that it allowed the 
Secretary the free choice of the favored depositaries; that 
there was no limit to the amount that might be placed in 
any one bank, whatever its capital; that it permitted all of 
the public funds (including customs receipts) to be so de- 
posited; that it did not require the receiving banks to act- 
ually own the bonds deposited as such security, when they 
could borrow them (as they frequently have done) for that 
purpose; and that it gave preference to railroad securities 
over the bonds of new counties and small towns. Some 
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objection was also raised to the proposition that the banks 
should be required to pay interest upon such deposits, upon 
the grounds that the banks located in the smaller cities and 
having such deposits are now required to render certain 
services gratis to the government, and that they could not 
afford to pay interest in addition thereto. 

The only other bill that received any particular attention 
was the measure familiarly known as the Fowler bill (House 
Report No. 16228), which has been so frequently referred 
to. (This was a distinctly different bill from the one bearing 
the same name and introduced at the previous session:) 
This measure provided that, with the approval of the Comp- 
troller, any national bank could (without regard to whether 
it was or was not maintaining bond-secured circulation) 
take out for issue notes up to an amount equal to 25 per 
cent. of its capital. It required any such bank to carry 
the same reserve in lawful money against such notes as is 
now required for deposits; United States bonds or gold coin 
to an amount equal to 5 per cent. of such issue were to be 
deposited in the Guaranty Fund by each issuing bank; and, 
in case of default, the notes were to be redeemed by the gov- 
ernment in gold coin out of the said Guaranty Fund, said 
bonds or coin deposited as a guaranty were also to be counted 
as a part of the bank’s reserve. These notes were to be a 
first lien on the bank’s assets, payable in gold on demand, 
and subject to a uniform tax at the rate of 4 per cent. per 
annum. The particular feature of the bill was the division 
of the entire country into three Redemption Districts, with 
New York as the Redemption City of district numbered 
one, Chicago as the Redemption City of district numbered 
two, and San Francisco as the Redemption City of district 
numbered three. Section eleven of this bill provided “that, 
if any national bank shall receive such circulating notes of 
any other national bank located out of its own district, it 
shall not pay them out over its own counter, but shall for- 
ward them either to some bank in the district to which the 
notes belong, or to some bank located in the Redemption 
City of its own district, and then they shall be returned to 
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the bank issuing them, or to some bank in the district to 
which the bank issuing them belongs.” 

This measure was introduced in the House on December 
17, and referred to the Committee on Banking and Currency, 
of which Mr. Fowler was chairman. On January 13 it was 
reported back to the House without amendment. On Feb- 
ruary 16 the bill was made the continuing order for the re- 
mainder of the session (not, however, to interfere with con- 
ference reports, appropriation bills, and other privileged 
matters). Its promoters were not able to bring the measure 
to a vote before the close of the session on March 4. It is, 
however, quite sure to reappear in similar form at the ex- 
pected extra session. (It was generally understood that the 
minority in committee was inclined to favor the Padgett 
bill, also introduced at that session.) 

It is generally admitted by financiers and by students of 
the monetary question that the proposed new form of credit 
currency, if practicable, would be safe. Past experience has 
proven beyond question that (while no holder of a national 
bank-note has ever suffered the slightest loss) the percent- 
age of default upon the total issue of our national bank- 
notes has also been insignificant. All agree that the Guar- 
anty Fund, as provided in the measure, would be many 
times larger than any probable losses from the issue of notes 
based upon general assets if the banks could, under the pro- 
posed law, be universally held within the limits of the con- 
servatism of their past history. But that the particular 
form of credit currency recommended by the House Com- 
mittee would act as expected and accomplish what is claimed 
for it is a question that has been and is likely to be the sub- 
ject of vigorous debate and discussion. 

It is somewhat interesting to note, in passing, that, while 
the previous bill introduced by Mr. Fowler’ urged the im- 
position of a graduated tax on note-issue,—starting at a 
low rate and gradually increasing with the issue until it 
reached 5 per cenf. on the last 20 per cent. of the author- 
ized issue,—this last bill provided for the very small uniform 


1 House Report No. 13363, 57th Congress, ist Session. 
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tax of 4 of 1 per cent. Some one has been so unkind as to 
suggest that the law of progression will probably, in the 
next bill, demand that the government pay a bounty to 
the banks on the amount of their note-issue, just by way 
of encouragement. (When, a few days before the close of 
the session, it became evident that those in control in the 
Senate would demand legislation particularly along the 
lines of the Aldrich bill, Mr. Fowler presented his bill in an 
amended form, which in addition included practically all 
of the provisions of the Aldrich bill. It proposed, however, 
to relieve the banks from making any deposit whatsoever 
of collaterals to secure the deposits of public moneys. But 
the session came to an end without action thereon beyond 
a favorable report from the committee, to which it was re- 
ferred later in the same day in which it was first introduced.) 

Illustrative of the many contradictions between opinions 
and facts, the following is cited: One of the arguments made 
in behalf of the Fowler bill contained the statement that 
“the withdrawal of $100,000,000 of reserve money last fall 

. must have contracted loans or curtailed credit by at 
least $400,000,000,”* It is not easy to explain why the 
actual facts were exactly opposite. And yet the report of 
the Comptroller of the Currency’ shows that the loans and 
discounts of all national banks increased last autumn over 
$58,000,000 from July 16 to September 15; that they further 
expanded more than $23,000,000 between the latter date 
and November 25; and that by February 6, 1903, they had 
still further increased over $47,000,000. 

The main object of this bill seems to have been to provide 
a currency that would be elastic. The closing sentence of 
the committee’s argument in favor of the bill read as fol- 
lows: ‘‘ No currency can be truly elastic that does not spring 
into being at the bidding of business, and as certainly dis- 
appear when that business is finished.” That is to say, a 
currency that will expand, however easily, to meet the de- 
mands of trade, and yet fails to contract with equal alacrity 

1 House Report No. 3148, 57th Congress, 2d Session, p. 2. 
2No. 32, February 26, 1903. 
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when not in positive demand as circulating medium, cannot 
be called elastic. 

The principal feature by which it was expected to accom- 
plish such a result (and a scheme which is likely to be urged 
in future legislation) was the aforesaid provision that the 
notes issued by national banks based on general assets 
should freely circulate only within the particular district 
of the issuing bank. It was planned to accomplish this by 
requiring every national bank in the land to return imme- 
diately to some bank or banks located in the district of the 
issuing bank all notes of banks located outside of the dis- 
trict of the banks receiving such notes. While every dol- 
lar of our present form of bank-notes circulates freely, with- 
out the slightest question, at any point within the limits 
of our country, and at many points outside of it, the opera- 
tion of the proposed plan would purposely and positively 
put a limit upon such a practice. The fundamental object 
of this provision was to prevent that amount of currency 
so authorized to be issued by the local banks in any given 
community from circulating freely in any other district. In 
this manner it would be expected that such notes would be 
continually presented for redemption and reissued for the use 
of each respective district, and again redeemed and reissued 
in accordance with the local demand for circulating medium. 
This means, of course, that the note-issue of a $25,000 bank 
in Tempe, Arizona, could not circulate freely in the North 
nor accumulate in the New York national banks. On the 
other hand, however, the plan carries with it the attending 
fact that the note-issue of a $10,000,000 bank in New York, 
for instance, would be equally restricted by the measure, 
and that no part of same could be shipped by a national 
bank to any point outside of its own district to relieve the 
pressure in some other district where a scarcity of currency 
might exist. Dooley County, Georgia, Orange County, 
Florida, Prairie County, Arkansas, in time of urgent need 
for currency with which to harvest and move crops, could 
then make no use of the credit notes of any bank excepting 
those issued by the banks of their particular district. 
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It is claimed by those who urge the adoption of this form 
of currency that the country at large would be better served 
by a comparatively small amount of such bank-note issue, 
whose circulation (and therefore its power to exercise its 
function of paying debts and settling differences in exchange) 
would be so restricted, than by a larger amount of the pres- 
ent character of bank currency, every dollar of which can 
be made available for use in every corner of the country. 

The arguments put forth in support of the proposition 
that the note-issue authorized under this bill would be 
elastic in character are worthy of note. On page 6 of the 
above-mentioned report (No. 3148) is the following state- 
ment: “That the banks would issue these notes when needed, 
there can be no possible doubt, if the banks were willing to 
accept deposits and pay interest thereon at the rate of 4 
of 1 per cent. per annum.” So far as we know, there has 
been no difference of opinion as to the certainty that the 
banks would issue such circulating notes if given the oppor- 
tunity. The expaiusion side of the proposition is universally 
conceded. Concerning the subsequent contraction of such 
issue the committee’s report, in view of what had been said 
with reference to expansion (as above quoted), naturally did 
not suggest that the proposed tax of 4 of 1 per cent. would 
in any way influence the retirement of the notes that, they 
had already argued, would be encouraged into circulation 
by the insignificance of such tax. But the committee did 
claim that contraction would occur through each bank forcing 
other banks to redeem their outstanding notes in lawful 
money so as to thereby increase its own reserve, and thus 
enable it to increase its own circulation fivefold!’ Upon this 
somewhat curious statement rests the main argument for 
contraction under this bill. 

The redemption district provision was similar to the clause 
contained in the elaborate scheme for currency reform of- 
fered by Mr. Fowler at the previous session, hereinbefore 
referred to. As before stated, the object of this plan is to 
have the notes continually presented for redemption and 


1 House Report No. 3148, 57th Congress, 2d Session, pp. 6, 7. 
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thus held within the particular district of the issuing bank. 
And so, to meet the almost universal demand for an ex- 
pansion in bank-note currency to keep pace with a rapidly 
growing trade, it is proposed to contract the limits within 
which it can freely circulate, the advocates of this measure 
claiming that such a restriction upon its circulation would 
increase the efficiency of bank-note issue. And this provi- 
sion which requires the ceaseless daily shipment for redemp- 
tion, in every direction all over the land by thousands of 
banks, of the notes of banks belonging to other districts, is 
offered as a simplification of the present system, which 
necessitates the occasional shifting of some currency from 
one point to another to meet the varying demands of the 
seasons. 

The report of the Finance and Currency Committee of 
the New York Chamber of Commerce’ recommended that a 
eredit currency should be created that would be “supple- 
mentary to the present bank-note circulation.” The form 
of note-issue provided for in the Fowler bill was supposed to 
meet that requirement. But, as it subjected the new issue 
to a tax of only 4 of 1 per cent., it would obviously (by 
reason of the larger margin of profit thus procurable on this 
character of bank-note issue as compared with the more ex- 
pensive bond-secured circulation) become the primary issue 
and the busis of bank-note circulation, thus rendering the 
present form of bank-notes supplemental to the new and 
cheaper issue. This point was brought out in the minority 
report on the bill in the House last winter. It was also 
emphasized at the convention of the Wisconsin State 
Bankers’ Association at Milwaukee in August. 

At this same convention the important point was made 
that this cheaper form of currency would drive out the 
dearer money, gold, and therefore the banks would then 
be unable to procure the gold with which to redeem their 
notes in times of distrust. And, in discussing the question 
of issuing assets currency, President A. J. Frame, of the 
Waukesha National Bank, insisted that “it should never 
1 Adopted by the Chamber December 4, 1902. 
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be done except in emergencies. In any case collateral should 
be put up as security, and a tax imposed high enough to 
drive it out of use as soon as its work is done.” Although 
Mr. Fowler’s bill provided for an issue of such notes equal 
to only 25 per cent. of a bank’s capital, the opposition gen- 
erally regard it as an “entering wedge” for the ultimate ex- 
tension of the privilege to a point where it would entirely 
replace the present form. 

Another proposition which has been given important sup- 
port is that an issue of credit notes be authorized which 
shall be protected by requiring the banks to maintain a 
heavy gold reserve against such outstanding circulation,— 
a type generally referred to as “‘Gold Reserve Notes.” This 
suggestion is accompanied with the official recommenda- 
tion that ‘‘the greenbacks should be redeemed and retired, 
the silver also disposed of, and nothing but gold and gold 
certificates used as bank reserves.” This plan might be 
further encouraged, were the supply of gold unlimited. The 
recent reports of the Comptroller, however, show that upon 
merely the present deposits in national banks the required 
reserve amounts to upwards of $800,000,000. To maintain 
both this and the proposed reserve against circulation in 
gold coin or gold certificates, as suggested, would therefore 
require practically every dollar of the yellow metal now in 
the country, and leave nothing for growth, beyond a possi- 
ble increase in the gold supply through an uncertain excess 
in new coinage over the net amounts exported. Were it 
even possible to so draw the entire gold supply into the 
vaults of the national banks, the operation of the plan would 
then leave only the issue of bank-notes for the current needs 
of the people, and allow nothing whatsoever for the necessary 
reserves of the State banks, savings funds, and trust com- 
panies, which institutions hold over two-thirds of the total 
deposits of the country. 

Concerning the question of retiring from circulation the 
greenbacks, we find such an authority as the Boston Herald* 
proclaiming to all New England and to its readers through- 

1 Editorial, May 21, 1903. 
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out the land that “to attack United States notes as a men- 
ace to credit would be laughable if it were not for the fact 
that some of our banking friends appear to have worked 
themselves up to a condition where they really believe the 
charge to be true.” And it further states that such a 
charge “‘is an absolutely unjustifiable one. Since greenbacks 
were redeemable, they have remained absolutely at par.’ 
On the other hand, we are furnished by the chief of the 
loan and currency division of the Treasury Department with 
some interesting and enlightening facts concerning the 
enormous expense to the public treasury of maintaining 
these same greenbacks at par with gold. In a statement 
submitted by that official’ it is shown that the direct cost 
to the government since 1879 of simply keeping “at par” 
this issue of $346,000,000 of non-interest-bearing obligations 
has been $339,984,222. 

And, though the Comptroller has declared that “the legal 
tender notes have ... been a never-ending source of weak- 
ness and trouble in our monetary affairs,” and that “any 
complete and satisfactory solution of our present currency 
problems should include some plan for the retirement of 
the legal tenders,’”’* and notwithstanding the fact that Mr. 
Fowler has stated that it is “unfortunate for the solid and 
permanent prosperity of our country” that we “have no 
control over the movement of gold to and from this country, 
and never can have so long as the United States notes re- 
main outstanding,”* it is a notable fact that not one of the 
aforesaid eleven measures introduced at the last session of 
Congress made any reference whatsoever to the United 
States notes or contained provision looking to their retire- 
ment. Nor did any of the bills submitted offer relief to 
the federal government in the matter of maintaining the 
parity of the various forms of currency with gold. 

As we have already seen, the Republican members, con- 
stituting a liberal majority of the House Committee on Bank- 


1 House Report No. 1425, 57th Congress, ist Session, p. 7. 


2 Address before Group 8 of the New York State Bankers’ Association, 
December 18, 1902. 


88peech in House of Representatives, February 21, 1903. 
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ing and Currency,’ reported unanimously and without 
amendment upon Mr. Fowler’s bill* authorizing an issue of 
currency based on commercial assets. And, while the mi- 
nority in said committee offered no substitute, it did file a 
report’ freely admitting the inefficiency of the present law 
and favoring some sort of an elastic currency secured other- 
wise than by deposit of government bonds. On the other 
hand and in the face of these facts, Congressman Cannon, 
himself a bank president, probably the next Speaker of the 
House and as such in a position of great power over coming 
legislation, is reported as being satisfied with the present sys- 
tem and opposed to any plan for currency reform. It is also 
generally understood that the sub-committee of the Senate 
Finance Committee—composed of the financial leaders of 
that body—look with disfavor upon the proposition for bank- 
note issue based on commercial assets, and that the senti- 
ment of that committee at its various meetings, first at Hot 
Springs in May and at Warwick Neck in August, to con- 
sider plans for early future action, was decidedly in favor 
of confining their efforts towards securing legislation along 
the lines of the Aldrich bill, and for the removal of the pres- 
ent restriction on bank-note contraction which now limits 
the retirement of such notes to $3,000,000 per month. It 
is further regarded as quite certain that the control of such 
legislation will be in the Senate rather than in the House. 

While the provisions embodied in the Aldrich bill are 
generally supposed to represent the views of conservatism, 
there are very high authorities who contend that such legis- 
lation would lead to immediate inflation in bond-secured 
notes to meet present needs, but that there would be lacking 
any strong inducement to the banks to retire any part of 
their circulation when the demands of trade diminished, and 
hence a clumsy redundancy and an incentive to over-specu- 
lation. 

It appears that the banking interests are also quite at 
variance as to the advisability of the proposed “assets” or 


1 House Report No. 3148. 
2 House Report No. 16228, 57th Congress, 2d Session. 
3 House Report No. 3148, Part 2. 
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“eredit” currency. The advocates of Mr. Fowler’s plan 
have always held that it would operate especially to the 
advantage of banking in the great Western country, and yet 
some of the strongest opposition to it has come from Western 
bankers. On August 6 of the present year the Wisconsin 
State Bankers’ Association, above referred to, after listening 
attentively to a personal presentation of his plan by Mr. 
Fowler, refused to indorse his scheme for assets currency, 
but very few present expressing themselves as favorable to 
the plan. While by an almost unanimous vote the conven- 
tion passed a resolution protesting against branch banking, 
another measure that was strongly urged in the previous 
Fowler bill. 

And, again, some of the strongest banks favor the use of 
the notes of other banks as lawful money reserve; while the 
Secretary and Comptroller are both strongly opposed to 
such a proposition. The latter declared’ that “‘they should 
never, under any circumstances, be counted as reserves for 
either national or State banks.’”’ The objections usually 
made are: that “bank-notes are not money at all, but mere 
promises to pay”; that they are practically certificates of 
deposit, certified checks, or demand obligations of the issu- 
ing bank, and therefore not properly available as reserve 
for any bank. There are others, however, who regard a 
bank-note, secured as it is by an actual deposit of govern- 
ment bonds, as practically the same as a greenback, except 
that it has the added security of the bank’s assets; that it 
is the fact that the whole credit of the nation is back of 
every dollar so issued which causes them to be universally 
accepted without so much as a glance at the name of the 
issuing bank; that they are practically government bonds 
split up into small pieces for convenience and -indorsed by 
the issuing bank; and that, therefore, they should be quite 
as properly counted as reserve money as the simple obliga- 
tion of the government as represented by the greenbacks. 
It is interesting to note in this connection that some, who 
strenuously oppose the proposition to count as reserves the 

1 Address before Georgia Bankers’ Association, June 17, 1903. 
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notes so secured by deposits of their full equivalent in gov- 
ernment bonds, appear to favor the provision (embodied in 
some of the recently introduced measures) that the bonds 
to be deposited in the 5 per cent. Guaranty Fund against 
general losses shall also “be counted as a part of the law- 
ful reserve of said bank.” 

As if to complete the general contrariness of the situation 
and in face of the frequent positive assertion to the effect 
that, “contrary to a very general impression, the national 
banks make no profits worth mentioning from circulating 
the bank-notes now outstanding,” and the further state- 
ment that “indeed it is doubtful whether anything whatever 
is made upon our present note circulation taken as a whole,’’* 
the reports of the Comptroller show that such circulation 
was sufficiently profitable to cause an increase from $123,- 
000,000 in 1890 to $200,000,000 in 1899, to $309,000,000 by 
April, 1902, and $317,000,000 by the following September, 
to $336,000,000 in November, and to $359,000,000 in June 
of the present year, since which date it has, partly through 
the influence of the wise action of the Secretary in refund- 
ing high-rate bonds into 2 per cents., further increased to 
considerably over $400,000,000,—an amount far in excess 
of the total issue at any previous time in its history, this 
large expansion of bank-note currency and the recent heavy 
coinage of gold, taken together, having increased our supply 
of circulating medium since 1897 quite 25 per cent. faster 
than the growth of population, so that, despite the rapid 
increase in population, the amount of currency per capita 
is now about six dollars more for every individual than it 
was six years ago. And still the cry goes up for more. 

While the leading thought upon this exceedingly impor- 
tant subject is in this generally chaotic state, we rapidly 
approach the time when this vital question must be com- 
prehensively met and intelligently settled. 

ALEXANDER PURVES. 
Hampton Institute, 
Hampton, VIRGINIA, 


1 House Report No. 1425, 57th Congress, ist Session, p. 6. 














NOTES AND MEMORANDA. 


THE END OF SUGAR BOUNTIES. 


Contrary to the expectation of many well-informed 
observers, the Brussels Convention of last year (March, 
1902) has been ratified by all the important coun- 
tries, and went into effect on September 1 of the present 
year. So many previous international conferences on 
this vexing problem had resulted in failure that no great 
hopes were entertained from this one. Yet it seems well- 
nigh certain that the bounty system has at last been 
definitively got rid of.’ 

The decisive factor in bringing about the present situa- 
tion was the stand taken by the British government as 
early as 1901, in announcing its purpose to impose an 
import duty on sugar equal to the export bounty of 
other countries. The immediate effect of such a tax would 
have been twofold: on the one hand, to direct more or 
less of the Continental bonus from the British consumer 
to the British exchequer; on the other hand, slowly 
at first, but probably in greater degree as time went on, to 
stimulate the importation into Great Britain of raw sugar 
from British colonies and other non-bounty sources, and 
the refining of more sugar within the United Kingdom. 
As the British and colonial sugar trade had so long ac- 
commodated itself to the situation created by the bounties, 
it was to be expected that imports from the bounty-coun- 
tries would continue in large volume for some years at least, 
and hence that the British exchequer would secure no in- 
considerable revenue. This immediate fiscal gain seems to 
have been at least as effective in bringing the Con- 

1For an account of the growth of the bounties, and of the situation in 


1902, see the article by Professor Charles S. Griffin on “The Sugar Industry 
and Sugar Legislation in Europe” in this Journal, vol. xviii., November, 1902. 
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tinental countries to terms as the prospective shift in 
the sources of sugar supply. To be sure, it would seem 
to non-prejudiced persons not to be of much real conse- 
quence to the bounty-givers whether the British public 
got the benefit of their practice in cheaper sugar or— 
sugar being taxed—in lessened taxes on other things. But 
it is characteristic of the artificial state of mind induced 
in these countries by the whole artificial system, that the 
consumer, whether on the Continent or in England, has 
been little thought of, while the fiscal pros and cons and 
the figures of swelling exports loomed up large. At all 
events, when it became well-nigh certain that Great Brit- 
ain, always the chief market for bounty-fed sugar, would 
give up her let-alone policy, the Continental rivals found it 
possible, notwithstanding failure after failure in previous 
conferences, to reach an agreement. 

The Brussels Convention was signed on March 5, 1902. 
It provided that the countries party thereto would abol- 
ish all bounties, direct or indirect, whether on the produc- 
tion or export of sugar; and would impose on sugar coming 
from other countries an import duty not less than the 
bounties which such countries might give on sugar either 
produced or exported. But each country might, at its 
discretion, prohibit entirely the importation of bounty- 
fed sugar. It was further agreed that these countries would 
not protect too highly their own refining industries, the 
“differential” (7.e., excess of the duty on refined sugar 
over that on raw) being limited to a specified moderate 
figure. The object of this last provision was to leave some 
possible chance for a foreign market to those countries in 
which the refining of sugar was important rather than the 
production of raw sugar. For the enforcement of the 
agreement a Permanent Commission was established, made 
up of delegates from the contracting states, whose duty 
it was to examine the legislation and practice of the 
different countries, and report whether or no bounties were 
given, and in what amounts. 

The signatory parties were Great Britain, Germany, 
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Austria-Hungary, France, Belgium, Holland, Italy, Spain, 
Sweden. The order in which the countries are here named 
is the order of their importance for the conclusion of the 
treaty. Great Britain’s attitude was decisive in bringing 
the matter to a head. Germany had long been the largest 
producer and exporter of beet-sugar, and without her ad- 
hesion the other countries would have done nothing. 
Austria and France came next after Germany in the Con- 
tinental sugar industry and in the volume of their bounty- 
fed exports. When these three countries acceded, the 
thing was virtually accomplished. Belgium and Holland 
were glad to join; the other countries—Italy, Spain, Sweden 
—counted for little. The only considerable producer and 
exporter which took no part in the agreement was Russia. 
By virtue of a clause permitting other states to accede to 
the convention, if they so request, Russia may still join; but 
up to the present time she has maintained her independent 
position. 

Not a little doubt was felt, when the treaty was signed, 
whether it would be ratified, and made effective by the 
needed legislation in the several countries. But the formal 
ratifications were exchanged by the date fixed (February 
1, 1903). Nearly all the countries have remodelled their 
tax systems in accordance with the new régime. Bounties 
on export have been abolished in all except Spain. She 
alone, among the signatory countries, seems to have taken 
no action; but neither in production nor exportation has 
she been of importance in the sugar trade. Sugar from 
Spain, and from Russia and Denmark, will hereafter be 
subject to the duties fixed by the Permanent Commission, 
or prohibited entirely, in the Convention states. On the 
date fixed by the treaty (September 1, 1903) its provisions 
went into effect. 

At least three of the signatory countries, and these among 
the most important, have done more than to abolish the ex- 
port bounties. Germany, France, and Belgium have taken 
the occasion to reduce heavily their taxes on sugar, both 
excise and customs. The immediate object of this reduc- 
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tion is not so much to relieve the much-burdened domestic 
consumer as to stimulate consumption, and so make read- 
justment to the new conditions easier for the producer. 
Whatever the motive, the consumer gains substantially. 
In France the tax has been reduced from 64 francs per 
100 kilograms to 27,—roughly, from 54 to 2} cents per 
pound. In Germany the tax has been lowered to a similar 
figure: it is now but 14 marks per 100 kilograms, or about 
1? cents per pound, in place of the previous tax of 20 marks 
per 100 kilograms. In Belgium the reduction has been 
from 51 to 20 francs. Austria is in some respects in the 
worst plight, her bounty-fed exports bearing the largest 
proportion to her total product; but fiscal embarrassment 
has prevented her from lowering her excise. 

The needed legislation in Great Britain came with the 
Sugar Convention Act of August 11. That statute gives 
the government power to prohibit entirely the importation 
into the United Kingdom of sugar which the Permanent 
Commission finds to be bounty-fed, subject, however, to 
any provision which Parliament may hereafter make for 
a duty on such sugar in accordance with the terms of 
the Convention. For the present, Great Britain prohibits, 
and so cuts off entirely her market for bounty-fed sugar. 
The only important country to which the prohibition now 
applies is Russia; and the Russian imports of sugar, while 
not inconsiderable, have formed only a small fraction of 
the total British sugar consumption. As Germany, Aus- 
tria, and France have abolished their bounties, sugar 
from them may still enter Great Britain, and probably 
will continue to do so in large amounts for some time to 
come. But this beet-sugar will now have to compete on 
equal terms with cane-sugar, and it remains to be seen 
what will be in the long run the relation of the two sources 
of supply. 

In Great Britain the sugar act, and indeed the whole 
course of the Balfour ministry with regard to the bounties, 
was vehemently opposed, as inconsistent with the country’s 
established policy. But the situation was so exceptional 
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that even a convinced free-trader might accede to this 
drastic mode of ending it. The bounty system was cer- 
tainly a greater violation of the principle of free-trade than 
the prohibition or taxation of bounty-fed imports. It was 
well-nigh certain to topple over sooner or later from its own 
weight ; and, the sooner it was ended, the better. Certainly 
its abolition will be a boon to the Continental countries, 
alike for the consumers of sugar and for the public finances. 
So much has long been admitted by all sober observers, irre- 
spective of their opinions on the general question of pro- 
tection. The interests of the Continent doubtless played 
little part in determining British policy: those of the British 
colonies and British refiners naturally counted for much 
more. But, from a cosmopolitan point of view, her action 
may be welcomed, as contributing to stamp out one of the 
most vicious forms of commercial rivalry between nations. 

The Sugar Convention is by no means the end of the busi- 
ness. The sugar industry in all the Continental countries 
has been adjusted for so long a period to the complex system 
of taxes and bounties that years will elapse before it settles 
down once more to normal conditions. It is even conceiv- 
able that this settlement will not have been reached within 
the period now contemplated. The treaty is to remain 
in force for five years from September 1, 1903, and 
thereafter from year to year, unless terminated. Possibly, 
the strain of readjustment will prove too severe, and the 
year 1908 may see a relapse to the old ways. But this is 
unlikely. Even though depression and uncertainty—in- 
evitable for some time—should still continue in 1908, it 
will then be as easy to struggle forward into natural con- 
ditions as to fall back into the artificial ones. The process 
of readjustment, in fact, has already begun: the acreage 
sown in beets, and the output of sugar, for the year 1902-03, 
show a marked reduction in all the treaty countries as 
compared with preceding seasons. The strong probabil- 
ities are that the bounty system has reached its end once 


for all. 
F. W. Taussic. 


Harvarp UNIVERSITY. 
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THE EFFECT OF A TARIFF ON PRODUCTION. 


In a paper entitled ““‘Some Theoretical Possibilities of a 
Protective Tariff,” which was read at the fourteenth annual 
meeting of the American Economic Association, Professor 
T. N. Carver laid down three main propositions, the third 
of which is: “A protective tariff may be so framed as to 
attract labor and capital from the less productive into the 
more productive industries, judged from the standpoint of 
the community rather than that of the individual business 
man.” Later, in discussing this proposition, the author 
declares that a rise in the price of wool—an industry which 
requires much land and but little labor—might, by causing 
more land to be used for sheep-walks and turning out men 
from their former employments, be contrary to the interests 
of the community. ‘‘Less wealth would be produced either 
for consumption or for international trade.” It is true 
that such a rise in the price of wool might, while it causes 
an increase in rent, also cause a decrease in wages. Pro- 
fessor Carver supposes that under the operation of the laws 
of free and perfect competition the loss in wages might 
sometimes be greater than the gain in rent, and that thus 
there might be a decrease in total product. It can be shown, 
however, that such will never happen, at least in those in- 
dustries where the usual law of diminishing returns applies 
to each of the factors of production. 

Professor Clark has shown that, under perfect compe- 
tition, wages will be the same in each industry for the same 
amount and grade of labor, and will equal the marginal 
product of that labor. Let us include with Professor 
Clark the other elements of production than labor, under 
the head of capital. Consider two industries, M and M’, 
in each of which a certain amount of capital is supposed 
fixed. The decreasing productivity of successive units of 
labor applied to these amounts of capital is indicated by the 
downward curves. 
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In industry M the surface ABCD represents the earn- 
ings of labor, C D E the earnings of capital. Wages being 
the same in each industry, BC equals B'C'. Now any 
transfer of labor from one industry to the other will re- 
sult in a decrease of total product; for a unit of labor taken 
from industry M and applied to industry M’ will cause a 
loss of value corresponding to C BF G in the one industry 
and a gain of C'B'E"G’ in the other. Now the law of dimin- 
ishing returns to labor being supposed to apply to each in- 
dustry, F'G? is less than B'C", while F G is greater than B C. 
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C'B'F’G’ is thus less than C BFG, the bases of these 
figures being equal, corresponding to the labor transferred. 
This means that the transfer of labor results in a loss of 
total product. One of the conditions, then, of a maximum 
product is that marginal labor returns, or wages, should be 
the same in each industry. The same applies of course to 
the rewards for each of the other factors of production. 
Now suppose an increase in the value of wool. If there 
is no transfer of labor and capital, there will be an increase 
of value in the total product because of this increase 
in the value of wool. Without a transfer of labor and 
capital there will not, however, be equal wages and in- 
terest in the different industries. But, as we have seen 
above, in order to have a maximum total product, such 
transfers must be made as will bring about equal wages and 
equal interest in the different industries. Such transfers 
will therefore result in a still greater increase of total prod- 
uct, and the conclusion that “less wealth would be produced 
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either for consumption or for international trade” is an 
unwarranted one. 

The third proposition of Professor Carver may be amended, 
however, so as to be a true one, namely: A protective tariff 
may be so framed as to increase the national income, this 
national income being the sum of the incomes of the citi- 
zens of the nation, less taxes, plus the income of the gov- 
ernment. If, for example, to make use of a principle an- 
nounced in Professor Carver’s first main proposition, the 
government lay a duty on an article of importation the de- 
mand for which is elastic, while the supply is inelastic, most 
of the duty will be paid by the foreigner. The gain to the 
government treasury from the tariff will be more than the 
loss which the people will experience because of the slightly 
increased price. 

- Similarly, a schedule of export duties may be so laid 
as to increase the national income. Such an export duty 
would fall on articles for which the foreign demand is inelas- 
tic and the home supply of which is comparatively elastic. 

For this country, cotton would form an admirable object 
of export duties. A high per cent. of the supply of the world 
is made here. The demand is highly inelastic, as the prices 
in the Civil War or even those of recent months prove. 
About two-thirds of the crop is exported. An export duty 
on cotton would be paid in large part by the foreign pur- 
chaser, and it would cause a decided increase in the national 
income. 

Such considerations are entirely speculative, for our Con- 
stitution forbids export duties. It is an interesting fact 
that one of the comparatively few respects in which the 
constitution of the Confederate States differed from that 
of the United States was that the former constitution al- 
lowed an export duty, two-thirds of each house consent- 
ing. Had not the blockade been so effective, this might 
undoubtedly have been a source of large revenue to the 


Confederacy. 
Epaar H. JOHNSON. 

Emory CoLiEce, 

OxrorD, GEORGIA. 
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WEALTH AND WELFARE. 


At a time when the problems of wealth and wealth dis- 
tribution are absorbing an ever-increasing share of public 
attention, it would seem desirable that certain of the con- 
cepts of modern economics should be restated in a form 
which will bring the economists and the public together, 
at least so far as outlook is concerned. 

The conditions are these: a hundred years of material 
progress, beyond the dreams of earlier thinkers, almost 
beyond our own comprehension, has not contributed to 
the general well-being of society, as it was hoped it might 
do, as it is felt it should have done. Despite all the achieve- 
ments of the century passed, poverty continues to exist, 
with its normal concomitants, vice, misery, and crime,— 
in many instances apparently deserved, but in many, also, 
the result of circumstance. Class antagonism based on 
differences of wealth shows little sign of lessening; and 
industrial warfare costs this country annually from fifteen 
to twenty millions of dollars in direct losses, to say nothing 
of the indirect loss entailed. While inequalities are probably 
no greater than formerly, no one is yet convinced that such 
inequalities are, or ever have been, just; and, furthermore, 
a more enlightened and active social conscience refuses to 
tolerate inequalities that formerly might have gone unques- 
tioned. It is not that the conditions are altogether new, 
but that never before have they existed in a community 
based on the social theory of freedom and equality. In the 
popular mind the question is being raised whether religious 
equality, legal equality, political equality, must not be fol- 
lowed by economic equality, or, at least, equality of eco- 
nomic opportunity. While this is also the point of view of 
the economist, he does not always state his position in such 
a way as to make it appear that he is fundamentally in 
agreement with the popular mind. 

Let us see how far economics conforms to this popular 
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idea. As to the natural laws idealized by the early econo- 
mists, and supposed by them to account for, if not justify, 
the existing state, it has become apparent to all economists 
that they are subject to important qualifications. Eco- 
nomic laws are natural laws only when man is included in na- 
ture. They are not external to him; are no less change- 
less than he is, nor are they more so. Nevertheless, their 
general force must be conceded. We may deny the possi- 
bility of a revolution in man’s nature,—and this has special 
pertinence in connection with many of the social remedies 
and all the social panaceas suggested—but, to the extent 
to which man’s motives and ideas may be modified, social 
laws are not immutable and inevitable. There have been 
times when the religious ideal dominated man, and we had 
the Crusades. There have been times when asceticism 
ruled large classes, and we had monasticism. To-day 
more than ever the social and individual ideal is wealth, 
and greed, it is urged, has well-nigh dominated society; 
and yet, even here and now, we have seen that in time of 
national emergency patriotism could rise above self-interest. 
Can we deny all possibility of the future modification of 
man’s attitude towards wealth and its possession? Nor is 
this all, nor even the most essential factor. The prem- 
ises upon which all economic laws depend include man’s 
social and legal environment, determined by custom and 
positive law, no less than his physical environment; and, 
as constituting such social and legal environment, the 
most characteristic and most important elements are the 
institutions of individual liberty and of private property. 
That these are fundamental hardly needs emphasis. In- 
cluded under these comprehensive titles and economically 
significant are the freedom of the person, freedom of move- 
ment and of acquisition, freedom of contract, in respect 
both to labor and to use of capital, freedom in the establish- 
ment of enterprises, freedom of the market, the right to the 
exclusive use and disposition of material wealth, including 
land, the right to economic service or forbearance based 
on contract or public franchise, the right of inheritance and 
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the right of bequest. Changes, extensions, limitations, or, 
still more, the total abolition of such rights, must immediately 
alter the whole distributive process. Possession of wealth 
is determined by the operation of economic laws working 
through man upon nature under conditions determined 
by law, custom, and public sentiment. The sifting of the 
rich from the poor is determined by a combination of natural 
tendencies and capacities, coupled with legal and customary 
institutions; and both factors are essential for the result. 
No better proof of the reach and determining influence of 
such institutions is needed than the fact that socialists, 
communists, and others who would largely revolutionize 
such institutions out of existence have not as yet been able, 
by the freest use of their imaginations, to reconstruct a 
plausible industrial system without them. 

But, having gone so far in admitting the relativity of 
economic laws, we must urge, on the other hand, in partial 
justification of the existing order, that, if the Darwinian 
theory has any applicability to society and social institu- 
tions,—and it is generally admitted that it has,—it would 
indicate, not that present institutions, being a compara- 
tively recent and isolated development, may therefore be 
lightly swept aside, but, rather, that they exist because 
they are more fit than those which they have superseded. 
And here it may be added that the same reasoning would 
argue against the possibility of sudden and radical change. 
The régime of private property and free contract, while 
involving under present conditions certain manifest ine- 
qualities, nevertheless is the system under which and through 
which the world has realized its present marvellous mate- 
rial prosperity. Institutions are justified only in so far 
and in such way as they contribute to social well-being. 
If, under existing conditions, private property and free- 
dom of contract meet the requirements of this standard, 
they stand justified. This is the outlook aimed at from 
the beginning, and here only can the socialistic criticism 
be met. This position, however, gives little comfort to 
those who would arrogantly attribute finality and perfec- 
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tion to the present system. Quite the reverse is the logic. 
Though denying the possibility of revolution, we must 
admit the possibility and even the necessity of institutional 
change and development, and with such change will come 
changes in wealth distribution, with the possibility of ame- 
liorating present conditions. But the institutional changes 
of the future must be predicted, if they can be predicted 
at all, on the basis of those of the past. In all probability 
they will proceed, as they have proceeded in the past, in the 
direction of greater freedom of initiative on the part of the 
individual, and greater definiteness of responsibility for indi- 
vidual acts, which is the opposite of socialism. This, how- 
ever, may, and doubtless will, involve a radical restriction 
of the field of private property and the scope of free- 
dom of contracts. 

It is to be noted, in this connection, that the older con- 
ception of property made government’s sole function the 
arbitration of strife between practically independent indi- 
viduals. That is “the best government which governs 
least”! But man’s obligation to the state to pay for pro- 
tection by measure as received, as the “Benefit Theory” 
of taxation is stated, is to-day an outgrown formula. Man 
has social wants as well as individual wants; and, as a mem- 
ber of society without which he could not exist as man, 
the obligation rests upon him to meet the demands of so- 
ciety according to his ability to pay. Government has 
cultural as well as police functions. It is also coming to be 
recognized that there are obligations resting on the individ- 
ual as to the manner in which he shall consume his wealth, 
as to the way in which he shall deal with his employees, 
and, in short, as to all his business relations, which were 
not contemplated by the older theory of property rights. 
We are even coming to the conclusion that a leisure class 
justifies its existence only by ceasing to be a leisure class; 
t.e., by using its leisure advantageously. Blunt Carlyle 
says: “In the heavens, in the earth, in the waters under 
the earth, there is none like unto thee. . . . One monster 
there is in the world; the idle man.” This is understood 
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to be already the point of view of economists generally; 
and, if they can so declare their position as to be under- 
stood and appreciated by the public, it will do much to bring 
the economists and the public together. 

D. DEW. Smyra. 
Haminton CoLiEen. 


THE RELATION OF ABSTINENCE TO INTEREST. 


In a former article’ the writer ventured to present a 
theory of interest somewhat at variance, though having 
much in common, with that presented in Professor Béhm- 
Bawerk’s Positive Theory of Capital. In the second edi- 
tion of his Geschichte und Kritik der Capitalzins-Theorien,? 
Professor Béhm-Bawerk has done me the honor of noticing 
that article, commending some of its points, but criticising 
what he considers to be its main contention. The writer 
undertook in that article to maintain, in substance, as 
follows: (1) That capital must be productive, in order 
to induce any one to pay interest for the use of it. (2) 
That there must be some sacrifice involved in its accumu- 
lation, or else it would accumulate in such quantities that 
its productivity would, under a law analogous to the law 
of diminishing returns from land, approach the vanishing 
point. (3) That not all saving involves a sacrifice, but 
that a sacrifice appears only when the saving has been 
carried so far as to cut so deeply into present enjoyments 
and to add so little to prospective future enjoyments that, 
in present estimation, the prospective future enjoyments are 
less than the surrendered present enjoyments. (4) That 
saving would normally stop at this point unless a premium 
in the form of more goods in the future than are now sur- 

1“The Place of Abstinence in the Theory of Interest,” in this Journal for 
October, 1893. 


2See also, by the same author, Recent Literature on Interest. Translated 
by William A. Scott, New York, 1903. 

















NOTES AND MEMORANDA 143 


rendered—+.e., interest—were offered as an inducement to 
further saving. (5) That, if all the needs of production 
were met by such an amount of capital as could be saved 
without sacrifice, there would be no occasion for the pay- 
ment of interest. But (6), since the needs of production 
are not met by this amount of capital, interest must be, 
and is, paid as an inducement to such further saving as 
will more fully supply these needs. (7) Therefore, both 
productivity and abstinence are necessary to an explana- 
tion of interest, the productivity of capital being the basis 
of the demand for it, while the increasing sacrifice of saving 
larger and larger amounts puts an effective check upon 
its supply. 

Against this general conclusion, Professor Béhm-Bawerk 
offers the following criticisms :— 

(a) First, I have confounded cause and effect, since, 


without any question, interest arises from the scarcity of capital, 
which means the same thing as the scarcity of means of gratification 
devoted to the future. Carver, on the contrary, comes to the con- 
clusion that ‘it is the result of the abundance of these gratifications, 
the consequence of a sort of plethora of saving. 


Now, if there is any conclusion to which I most emphati- 
cally did not come, it is the one which he here attributes 
to me, since I really came to the opposite conclusion, which, 
in the first sentence quoted, he states as the correct one. 
But, if interest arises from the scarcity of capital, the ques- 
tion naturally arises, Why is capital scarce? My attempt 
was to show that it was scarce because saving became 
burdensome before that scarcity could be entirely removed. 
This involves the same principle as saying that, if gold 
has value because it is scarce, it is also true that it is scarce 
because its production becomes burdensome, or expensive, 
before that scarcity can be removed. 

Far from maintaining that interest is due to a plethora 
of saving, I labored to show that interest had to be offered 
as an inducement to secure anything like a plethora of 


1§cott’s translation, op. cit., p. 60. 
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saving, or, rather, that interest was the necessary induce- 
ment to get people to save more than they otherwise would, 
in order that the needs of production might be better sup- 
plied with capital. I am quite willing to rest my case on 
this point, believing that a reading of my former article 
will convince any one that my critic has entirely misap- 
prehended my position. In fact, he has appropriated my 
exact position, in order to refute what he erroneously in- 
terprets as my position. 
Again :— 


The disposition of people so much to prefer immediate enjoy- 
ment to future gratification that they place a future pleasure of the 
value of 15 on a par with a present one of the value of 10 
is indeed the real cause why the goods produced for the future 
should obtain and maintain a value in excess of their cost. With 
that disposition, producers cannot be inclined to incur a greater ex- 
pense than 10 for the acquisition of a product that will in time have 
a value of 15, but which in their present estimation is worth only 10. 
The completion of the process of production will yield, after the ex- 
piration of a year, a product of the actual value of 15, against which 
there are costs of production of the value of 10 only. Hence a sur- 
plus, or an interest of 5, results. Indeed, this surplus will result, 
even if Carver’s sacrifice of abstinence is not taken into account at 
all, provided that only such a quantity of goods is devoted to the 
future as, according to the present estimate, will make a single unit 
both in the present and the future yield a marginal utility of 10. 

And even the removal of that surplus of value by competition would 
under these circumstances be effectually opposed by the same mo- 
tive that produced it, without the necessity of the appearance or of 
the operation of Carver’s sacrifice of abstinence. If, for example, by 
a temporary increase of production the objective value of the product 
should be diminished from 15 to 14, this 14, so long as the coefficient 
of undervaluation remains the same, would be thought equal to a 
smaller amount than 10; namely, to about 9.3." 


Here I find myself in fundamental disagreement with 
Professor Bbhm-Bawerk, for it seems to me that until that 
point is reached where saving begins to be actually bur- 
densome, or to involve a positive sacrifice, there is no such 
undervaluation of future as compared with present goods. 
1 Scott’s translation, op. cit., pp. 57-58. 
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Until that point is reached, producers might very easily 
be inclined to incur a greater expense than 15 for the ac- 
quisition of a product which will in time have a value of 
less than 15. Under these conditions a plough which will 
add ten bushels of wheat to a man’s income for a period 
of ten years would be worth, in present goods, not less, 
but more than one hundred bushels of wheat. That being 
the case, there would obviously be no interest. It seems 
to me, therefore, that I am warranted in believing that 
the position taken in my former paper is still tenable, and, 
moreover, that that paper contained a valid criticism upon 
Professor B6hm-Bawerk’s theory. 

T. N. Carver. 


HARVARD UNIVERSITY, 
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